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EDITOR’S  PREFACE 

In  the  autumn  of  1911,  when  the  scientific  study  of  the  effects  of  war 
U upon  modern  life  passed  suddenl}'  from  theory  to  history,  the  Divi- 
sion  of  Economics  and  History  of  the  Carnegie  Endowment  for  In- 
V ternational  Peace  j)roposed  to  adjust  the  program  of  its  researches 
to  the  new  and  altered  problems  which  the  war  presented.  The  exist- 
‘ program,  which  had  been  prepared  as  the  result  of  a conference 
•;  of  economists  held  at  Berne  in  1911,  and  which  dealt  with  the  facts 
then  at  hand,  had  just  begun  to  show  the  quality  of  its  contribu- 
' tions ; but  for  man}’  reasons  it  could  no  longer  be  followed  out.  A plan 
was  therefore  drawn  up  at  the  request  of  the  Director  of  the  Division 
' in  which  it  was  })roposed,  by  means  of  an  historical  survey,  to  attempt 
to  measure  the  economic  cost  of  the  war  and  the  dis])lacement  which 
; it  was  causing  in  the  processes  of  civilization.  Such  an  ‘Economic  and 
Social  History  of  the  World  War,’  it  was  felt,  if  undertaken  by  men 
j of  judicial  temper  and  adequate  training,  might  ultimately,  by  rea- 
^ son  of  its  scientific  obligations  to  truth,  furnish  data  for  the  forming 
of  sound  public  opinion,  and  thus  contribute  fundamentally  toward 
the  aims  of  an  institution  dedicated  to  the  cause  of  international 
peace. 

..  The  need  for  such  an  analysis,  conceived  and  executed  in  the  spirit 
; of  historical  research,  was  increasingly  obvious  as  the  war  developed, 
••  releasing  complex  forces  of  national  life  not  only  for  the  vast  process 
i of  destruction,  but  also  for  the  stimulation  of  new  capacities  for  pro- 
‘I  duction.  This  new  economic  activity,  which  under  normal  conditions 

' of  peace  might  have  been  a gain  to  society,  and  the  surprising  ca- 

pacity exhibited  by  the  belligerent  nations  for  enduring  long  and  in- 
' creasing  loss — often  while  presenting  the  outward  semblance  of  new 
ex  prosperity — made  necessary  a reconsideration  of  the  whole  field  of 
' war  economics.  A double  obligation  was  therefore  ])laced  upon  the 
Division  of  Economics  and  History.  It  was  obliged  to  concentrate  its 
c work  upon  the  problem  thus  presented,  and  to  study  it  as  a whole;  in 
^ ' other  words,  to  a]>ply  to  it  the  tests  and  disciplines  of  history.  «Iust 
as  the  war  itself  was  a single  event,  though  ]jenetrating  by  seeminglv 
unconnected  ways  to  the  remotest  parts  of  the  world,  so  the  analysis 
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of  it  must  be  developed  according  to  a plan  at  once  all  embracing  and 
yet  adjustable  to  the  jjractical  limits  of  the  available  data. 

During  the  actual  progress  of  the  war,  however,  the  execution  of 
this  2jlan  for  a scientific  and  objective  study  of  war  economics  jjroved 
impossible  in  any  large  and  authoritative  way.  Incidental  studies  and 
surveys  of  2)ortions  of  the  held  could  be  made  and  were  made  under 
the  direction  of  the  Division,  but  it  was  im|)ossible  to  undertake  a 
general  history  for  obvious  reasons.  In  the  hrst  place,  an  authorita- 
tive statement  of  the  resources  of  belligerents  bore  directly  on  the 
conduct  of  armies  in  the  held.  The  result  was  to  remove  as  far  as  pos- 
sible from  scrutiny  those  data  of  the  economic  life  of  the  countries  at 
war  which  would  ordinarily,  in  time  of  jjeace,  be  readily  available  for 
investigation.  In  addition  to  this  difficulty  of  consulting  documents, 
collaborators  competent  to  deal  with  them  were  for  the  most  jiart 
called  into  national  service  in  the  belligerent  countries  and  so  were 
unavailable  for  research.  The  plan  for  a war  history  was  therefore 
postponed  until  conditions  should  arise  which  would  make  jjossible 
not  only  access  to  essential  documents,  but  also  the  coojieration  of 
economists,  historians,  and  men  of  affairs  in  the  nations  chiefly  con- 
cerned, whose  joint  work  would  not  be  misunderstood  either  in  jjur- 
pose  or  in  content. 

U])on  the  termination  of  the  war,  the  Endowment  once  more  took 
up  the  original  j)lan,  and  it  was  found  with  but  slight  modification  to 
be  aj^plicable  to  the  situation.  Work  was  begun  in  the  summer  and 
autumn  of  1919.  In  the  first  ])lace,  a final  conference  of  the  Advisory 
Board  of  Economists  of  the  Division  of  Economics  and  History  was 
held  in  Paris,  which  limited  itself  to  })lanning  a series  of  short  })re- 
liminary  surveys  of  sjiecial  fields.  Since,  however,  the  ])urely  prelimi- 
nary character  of  such  studies  was  further  emjihasized  bv  the  fact 
that  they  were  directed  more  es])ecially  toward  those  problems  which 
were  then  fronting  Europe  as  questions  of  urgency,  it  was  considered 
best  not  to  treat  them  as  })art  of  the  general  survey,  but  rather  as  of 
contemporary  value  in  the  period  of  war  settlement.  It  was  clear  that 
not  only  could  no  general  ]n’ogram  be  laid  down  a priori  by  this  con- 
ference as  a whole,  but  that  a new  and  more  highly  s})ccialized  re- 
search organization  than  that  already  existing  would  be  needed  to 
undertake  the  Economic  and  Social  History  of  the  War,  one  based 
more  u])on  national  grounds  in  the  first  instance,  and  less  upon 
])urcly  international  cooperation.  Until  the  facts  of  national  history 
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could  be  ascertained,  it  would  be  impossible  to  proceetl  with  compara- 
tive analysis ; and  the  difi'erent  national  histories  were  tliemsehes  of 
almost  baffling  intricacy  and  variety.  Consequently  the  former  Euro- 
pean Committee  of  Research  was  dissolved,  and  in  its  place  it  was  de- 
cided to  erect  an  Editorial  Board  in  each  of  the  larger  countries  and 
to  nominate  special  editors  in  the  smaller  ones,  who  should  concen- 
trate, for  the  present  at  least,  upon  their  own  economic  and  social  war 
history. 

The  nomination  of  these  boards  by  the  General  Editor  was  the 
first  step  taken  in  every  country  where  the  work  has  begun.  And  if 
any  justification  was  needed  for  the  plan  of  the  Endowment,  it  at 
once  may  be  found  in  the  lists  of  those,  distinguished  in  scholarshi]) 
or  in  public  affairs,  who  have  accepted  the  responsibility  of  editor- 
ship. This  responsibility  is  by  no  means  light,  involving  as  it  does, 
the  adaptation  of  the  general  editorial  ])lan  to  the  var^’ing  demands 
of  national  circumstances  or  methods  of  work;  and  the  measure  of 
success  attained  is  due  to  the  generous  and  earnest  cooperation  of 
those  in  charge  in  each  country. 

Once  the  editorial  organization  was  established  there  could  be  little 
doubt  as  to  the  first  step  which  should  be  taken  in  each  instance 
toward  the  actual  j)reparation  of  the  historv.  Without  documents 
there  can  be  no  history.  The  essential  records  of  the  war,  local  as 
well  as  central,  have  therefore  to  be  preserved  and  to  be  made  avail- 
able for  research  in  so  far  as  is  conq)atible  with  public  interest.  But 
this  archival  task  is  a very  great  one,  belonging  of  right  to  the  gov- 
ernments and  other  owners  of  historical  sources  and  not  to  the  his- 
torian or  economist  who  proposes  to  use  them.  It  is  an  obligation  of 
ownership ; for  all  such  documents  are  public  trust.  The  collaborators 
on  this  section  of  the  war  history,  therefore,  working  within  their  own 
field  as  researchers,  could  only  survey  the  situation  as  they  found  it 
and  report  their  findings  in  the  form  of  guides  or  manuals ; and  per- 
haps, by  stimulating  a comparison  of  methods,  helj)  to  further  the 
adoption  of  those  found  to  be  most  practical.  In  every  country, 
therefore,  this  was  the  point  of  departure  for  actual  work;  althougli 
special  monogra])hs  haye  not  been  written  in  every  instance. 

Tlie  first  stage  of  the  work  upon  the  war  history,  dealing  with  little 
more  than  the  externals  of  archiyes,  seemed  for  a while  to  exhaust 
the  possibilities  of  research,  and  had  the  ]>lan  of  the  history  been 
limited  to  research  based  upon  official  documents,  little  more  could 
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have  been  clone,  for  once  clocuinents  have  been  labelled  ‘secret’  few 
government  officials  can  be  found  with  sufficient  courage  or  initiative 
to  break  ojJcn  the  seal.  Thus  vast  masses  of  source  material  essential 
for  the  historian  were  effectively  placed  beyond  his  reach,  although 
much  of  it  was  quite  harmless  fro)u  any  point  of  view.  While  war  con- 
ditions thus  continued  to  hamper  research,  and  were  likely  to  do  so 
for  many  years  to  come,  some  alternative  had  to  be  found. 

Fortunately,  such  an  alternative  was  at  hand  in  the  narrative,  am- 
ply supported  by  documentary  evidence,  of  those  who  had  played 
some  part  in  the  conduct  of  affairs  during  the  war,  or  who,  as  close 
observers  in  privileged  positions,  were  able  to  record  from  first  or  at 
least  second-hand  knowledge  the  economic  history  of  different  phases 
of  the  Great  War,  and  of  its  effect  upon  society.  Thus  a series  of 
monographs  was  planned  consisting  for  the  most  part  of  unofficial 
yet  authoritative  statements,  descriptive  or  historical,  which  may  best 
be  described  as  about  half-way  between  memoirs  and  blue-books. 
These  monographs  make  uj^  the  main  body  of  the  work  assigned  so 
far.  They  are  not  limited  to  contemporary  war-time  studies;  for  the 
economic  history  of  the  war  must  deal  with  a longer  period  than  that 
of  the  actual  fighting.  It  must  cover  the  years  of  ‘deflation’  as  well, 
at  least  sufficiently  to  secure  some  fairer  measure  of  the  economic  dis- 
placement than  is  possible  in  purely  contemporar}'  judgments. 

With  this  phase  of  the  work,  the  editorial  ])roblems  assumed  a new 
aspect.  The  series  of  monographs  had  to  be  planned  primarily  with 
regard  to  the  availability  of  contributors,  rather  than  of  source  mate- 
rial as  ill  the  case  of  most  histories ; for  the  contributors  themselves 
controlled  the  sources.  This  in  turn  involved  a new  attitude  toward 
those  two  ideals  which  historians  have  sought  to  enqihasize,  consist- 
ency and  objectivity.  In  order  to  bring  out  the  chief  contribution  of 
each  writer  it  was  impossible  to  kee]i  within  narrowly  logical  out- 
lines; facts  would  have  to  be  rejieated  in  different  settings  and  seen 
from  different  angles,  and  sections  included  which  do  not  lie  within 
the  strict  limits  of  history;  and  absolute  objectivity  could  not  be  ob- 
tained in  every  part.  Under  the  stress  of  controversy  or  a]iology, 
])artial  views  would  here  and  there  find  their  expression.  Rut  these 
views  are  in  some  instances  an  intrinsic  part  of  the  history  itself, 
contcmjiorary  measurements  of  facts  as  significant  as  the  facts  with 
which  they  deal.  IMoreovcr,  the  work  as  a whole  is  ]ilanned  to  furnish 
its  own  corrective;  and  where  it  does  not,  others  will. 
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In  addition  to  the  monographic  treatment  of  source  material,  a 
number  of  studies  by  specialists  are  already  in  preparation,  dealing 
with  technical  or  limited  subjects,  historical  or  statistical.  These 
monographs  also  partake  to  some  extent  of  the  nature  of  first-hand 
material,  registering  as  the}’  do  the  data  of  history  close  enough  to 
the  source  to  permit  verification  in  ways  impossible  later.  But  they 
also  belong  to  that  constructive  process  by  which  history  passes  from 
analysis  to  synthesis.  The  process  is  a long  and  difficult  one,  however, 
and  work  upon  it  has  only  just  begun.  To  quote  an  apt  characteriza- 
tion, in  the  first  stages  a history  like  this  one  is  only  ''})icking  cotton.’ 
The  tangled  threads  of  events  have  still  to  be  woven  into  the  ])attern 
of  history;  and  for  this  creative  and  constructive  work  different 
plans  and  organizations  may  be  needed. 

In  a work  which  is  the  j)roduct  of  so  complex  and  varied  coopera- 
tion as  this,  it  is  impossible  to  indicate  in  any  but  a most  general  way 
the  apportionment  of  responsibility  of  editors  and  authors  for  the 
contents  of  the  different  monographs.  For  the  plan  of  the  History 
as  a whole  and  its  effective  execution  the  General  Editor  is  respon- 
sible; but  the  arrangement  of  the  detailed  programs  of  study  has 
been  largely  the  work  of  the  different  Editorial  Boards  and  divi- 
sional editors,  who  have  also  read  the  manuscripts  prepared  under 
their  direction.  The  acceptance  of  a monograph  in  this  series,  how- 
ever, does  not  commit  the  editors  to  the  opinions  or  conclusions  of  the 
authors.  Like  other  editors,  they  are  asked  to  vouch  for  the  scientific 
merit,  the  appropriateness,  and  usefulness  of  the  volumes  admitted 
to  the  series;  but  the  authors  are  naturally  free  to  make  their  indi- 
vidual contributions  in  their  own  wav.  In  like  manner,  the  publica- 
tion of  the  monographs  does  not  commit  the  Endowment  to  agree- 
ment with  any  specific  conclusions  which  may  be  cx])ressed  therein. 
The  responsibility  of  the  Endowment  is  to  History  itself — an  obliga- 
tion not  to  avoid  but  to  secure  and  preserve  variant  narratives  and 
points  of  view,  in  so  far  as  they  are  essential  for  the  understanding 
of  the  war  as  a whole. 

The  ])resent  volume  treats  of  a subject  of  outstanding  im])or- 
tance,  not  only  for  the  understanding  of  the  economic  consequences 
of  the  W orld  War,  but  for  the  history  of  the  succeeding  years  and, 
above  all,  of  the  ])resent  economic  and  financial  disturbances.  It  is  a 
subject  which  was  unfortunately  obscured  for  almost  a decade  bv  the 
inflation  following  upon  the  first  recoverv  after  the  War.  But  civi- 
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lization  ap])arently  learns  its  major  lessons  by  catastrophe,  and  the 
present  crisis  brings  once  more  to  mind  the  significance  of  the  earlier 
one.  It  was  originally  intended  that  Professor  Clark’s  volume  should 
be  buttressed  by  detailed  studies  of  the  elements  of  the  problem  with 
which  he  deals.  Rut  for  ])ractical  reasons  it  was  necessary  to  aljandon 
this  plan,  leaving  this  statement  of  the  costs  of  the  War  to  the 
Ignited  States  as  the  final  volume  in  the  American  Series,  and  ]>lac- 
ing  an  added  burden  upon  the  author,  who  has  to  work  single- 
handed  in  a field  as  vast  in  size  as  it  was  baffling  in  com])lexity.  The 
achievement  speaks  for  itself. 

J.  T.  S. 


xVUTHOR’S  PREFACE 

A STUDY  of  war  costs  is  either  a relatively  simple  matter  of  tabula- 
tion and  fiscal  allocation,  or  else  it  is  an  economic  problem  of  in- 
soluble difficulty,  one  which  no  volume  can  master  and  no  series  of 
volumes  exhaust.  Outlays  of  money  are  definite  facts,  and  are  nearl}' 
all  recorded.  There  are  questions  of  allocation,  but  they  hardly 
justify  very  extended  research.  But  once  we  go  behind  the  money 
outlays  and  ask  what  they  represent  in  the  way  of  burdens  on  the 
whole  national  economy,  we  o])en  up  endless  problems.  The  war  debt 
settlements,  for  example,  represent  a fiscal  asset  to  the  United  States 
Government,  but  are  they  an  economic  asset  to  the  nation  as  a 
whole Responsible  financiers  have  lately  been  expressing  the  view 
that  these  debts  disorganize  and  hamper  trade  to  such  an  extent  that 
we  ourselves  are  among  the  sufferers:  that  thev  are  a liability  for  us 
and  not  an  asset.  Such  testimony  is  weighty,  even  though  the  ques- 
tion is  not  susceptible  of  proof : the  ultimate  economic  eff  ects  of  war 
lie  outside  the  realm  of  absolute  measurement. 

In  this  volume,  the  fiscal  payments  are  regarded  as  of  little  signifi- 
cance in  themselves,  their  chief  importance  being  as  evidence  of  the 
outpouring  of  goods,  the  diversions  of  productive  ])ower  from  peace 
to  war  uses,  and  the  sacrifices  of  the  people,  all  of  which  constitute 
the  more  important  realities  behind  the  various  sums  of  money  which 
serve  to  call  them  forth.  The  money  outlays  are  far  from  perfect 
measures  of  the  underl3ung  costs.  And  since  measurement  of  a more 
yalid  sort  is  so  often  impossible,  it  becomes  necessary  to  tell  the  main 
facts  of  the  story,  that  the  reader  may  judge  for  himself  the  bearing 
and  weight  of  the  different  phases  of  war’s  ini])act.  The  writer,  of 
course,  does  not  forego  the  privilege  of  judgment,  but  he  has  taken 
some  pains  to  exercise  it  conservatively. 

In  the  early  chapters  the  war  ex]ierience  is  viewed  as  a whole  and 
its  story  is  told  as  a connected  chronicle;  after  which  particular  sul)- 
jects  or  particular  sections  of  the  evidence  are  taken  iqi  more  inten- 
sively. The  story  is,  of  course,  unfinished,  since  the  effects  of  the  War 
are  yet  far  from  spent.  Some  attenqit  has  been  made  at  pro])hecy 
with  regard  to  the  main  continuing  items  in  the  account,  always  rec- 
ognizing that  such  pro])hecy  must  be  predicated  on  conditions  and 
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policies  which  are  certain  to  see  some  change.  For  instance,  tlie  as- 
sumption that  the  present  debt  settlements  are  carried  out  to  1987, 
and  that  veterans’  benefits  continue  substantially  as  at  present : these 
represent  rather  hopes  and  apprehensions  than  expectations.  As  to 
which  are  hopes  and  which  are  apprehensions,  the  reader  will,  of 
course,  form  his  own  conclusions. 

Aside  from  government  reports,  the  most  generally  used  sources 
of  material  have  been  the  studies  of  the  national  income  made  by  the 
National  Bureau  of  Economic  Research.  Professor  W.  I.  King  has 
courteously  answered  various  inquiries,  as  have  the  officials  of  the 
Veterans’  Bureau  and  the  Legislative  Reference  Service  of  the  Li- 
brary of  Congress.  Miss  Estella  B.  Weeks  has  assisted  in  analyzing 
the  material  bearing  on  the  costs  of  death  and  disability.  On  this  sub- 
ject acknowledgment  is  due  to  the  studies  of  the  economic  value  of 
human  life  made  by  Dublin  and  Lotka.  While  their  results  were  not 
followed,  their  data  were  used,  and  a variation  of  their  general 
method  permitted  results  which  could  not  otherwise  have  been 
reached.  For  these  results,  as  for  all  conclusions  in  the  study,  the  au- 
thor is  wholly  responsible. 

^ ^ ^ ^ ^ 

Events  have  moved  so  raj)idly  while  this  study  has  been  under  way 
that  it  has  not  j)roved  practicable  to  bring  every  part  of  it  com- 
pletely up  to  date  as  of  the  moment  of  final  completion.  Parts  of  the 
work  were  done  at  the  height  of  the  post-war  })ros])erity,  in  a period 
wfiien  approximate  price  stability  ap])eared  to  have  been  reached. 
Other  parts  were  done  in  the  midst  of  the  subsequent  depression, 
when  this  temporary  stability  of  j)rices  had  been  shattered  and 
prices  were  moving  rapidly  downward.  A final  revision,  made  in 
.Tilly,  1931,  has  taken  account  of  some  of  the  current  developments; 
but  it  has  not  seemed  wise  further  to  delay  publication  by  bringing 
all  figures,  tables,  and  charts  down  to  that  date.  The  failure  to  do  so 
does  not  materially  affect  the  final  estimates. 

Westport,  Connecticut 
.Tilly,  1931. 


.T.  M.  C. 
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IXTRODUCTIOX 


To  the  most  casual  observer  of  the  effects  of  the  ^Vorkl  War  one  out- 
standing fact  is  evident : the  greatest  catastrophe  of  modern  times 
touched  the  United  States  relatively  lightly,  compared  to  its  effects 
on  other  countries.  Whatever  are  the  economic  burdens  of  modern 
war,  the  recent  ex})erience  of  this  country  does  not  afford  a sani})le 
com])arable  to  that  of  the  countries  which  felt  the  full  impact.  The 
aggregate  costs  of  our  participation  were  enormous,  as  was  the  eco- 
nomic effort  they  represented,  but  the  burden  has  been  borne  with 
comparative  ease — until  the  coming  of  the  present  depression. 

This  was  the  richest  country  in  the  world  before  the  invasion  of 
Bela’ium,  and  in  the  years  from  1922  to  1929  it  became  vastly  richer 
than  eyer  before.  Kyen  now,  in  the  midst  of  a depression  of  the  first 
magnitude,  with  unemployed  workers  estimated  at  six  to  eight  mil- 
lions, we  are  still  a rich  nation,  and  while  recovery,  when  it  comes, 
may  start  from  a leyel  representing  a teni])orary  loss  of  many  years' 
})rogress,  and  may  not  for  a long  time  restore  the  ])ros])erity  of  1928 
or  1929,  there  is  no  real  doubt  that  this  leyel  will  ultimately  be  re- 
gained. We  are  in  a “new  era,”  as  eyery  generation  is,  but  not  one  of 
permanent  stagnation. 

And  by  contrast  with  the  impoyerished  condition  of  our  chief 
com})anions  in  the  family  of  nations  after  the  War,  our  post-war 
prosperity  exhibited  a discrepancy  which  was  one  of  the  most  out- 
standing jffienomena  of  the  new  period  which  the  end  of  the  AVar 
ushered  in.  The  rebuilding  of  the  economic  life  of  Fmrope  has  re- 
duced that  discrepancy,  but  the  major  fact  remains.  And  the  stresses 
produced  by  it  are  among  the  causes  of  the  ])resent  de})ression,  and 
ma}'  well  constitute  one  of  the  most  serious  problems  which  the  War 
has  brought  to  America,  and  to  the  world  at  large. 

To  enumerate  a few  of  the  eyils  which  we  escaped : our  territory 
was  not  inyaded  and  we  were  spared  the  destruction  of  factories, 
mines,  homes,  and  of  the  yery  soil  itself,  which  yisited  France  and 
Belgium.  Our  loss  of  life  due  to  the  War  has  been  at  least  170,000 
and  is  still  growing,  in  addition  to  which  the  numbers  receiying  disa- 
bility compensation  at  any  one  time  haye  mounted  to  totals  of  oyer 
260,000;  but  this  represents  a small  burden  coiu])ared  to  that  borne 
by  the  European  participants.  It  has  not,  as  in  Euro])e,  so  trenched 
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upon  the  best  of  our  man-power  as  to  leave  us  with  a working  poj)u- 
lation  obviously  depleted  and  grosslv  ini])aired  and  warped  in  age- 
constitution  and  etiiciencA-.  We  have  not,  like  other  countries,  lost  a 
large  part  of  that  generation  which  should  now  be  coming  into  posi- 
tions of  national  leadership.  IMalnutrition  was  never  a serious  evil 
with  us,  as  it  was  in  German}' ; and  the  interruption  of  normal  edu- 
cation for  those  just  coming  into  manhood  was  shorter  and  less  seri- 
ous than  with  either  our  Allies  or  our  adversaries.  Losses  of  capital 
and  other  permanent  wealth  have  not  been  such  as  to  leave  the  })ro- 
ductive  system  in  seriouslv  weakened  condition  and  thus  to  aggra- 
vate the  burden  of  making  the  losses  good  by  reducing  the  produc- 
tive power  available  for  the  purpose.  Instead,  we  were  apparently  in 
a condition  in  which  increased  demands  of  this  sort  could  be  met  by 
increased  ju'oduction,  with  a wide  margin  to  spare  for  meeting  the 
more  ])ressing  needs  of  Europe  on  a credit  basis. 

The  War  found  us  a debtor  nation,  and  left  us  a creditor  nation 
on  a huge  scale,  and  in  an  economic  position  which  has  rapidly  in- 
creased our  credit  margin  until  it  almost  rivals  that  of  Great  Brit- 
ain. Our  aftermath  of  taxation  has  not  remotely  approached  the 
weight — which  we  would  consider  intolerable  and  crippling — of  that 
borne  by  the  chief  countries  of  Europe.  Our  economic  demobiliza- 
tion involved  one  shar])  dejiression  in  1921  and  some  continuing  un- 
employment, but  nothing  a])])roaching  the  problem  of  Flngland.  In 
the  })resent  depression  we  suffer  in  common  with  the  whole  industrial 
world.  We  have  our  legacy  of  handicapped  industries,  especially 
agriculture,  hut,  again,  no  such  cri])pling  illnesses  as  that  of  the 
British  coal  industry.  The  W ar  has  brought  disturbances  in  the  dis- 
tribution of  American  wealth,  making  some  richer  and  others  poorer, 
hut  no  such  })henoinenon  as  the  utter  ruin  of  a large  section  of  the 
“middle  class.” 

So  easily  was  the  burden  borne,  and  so  great  was  our  subsequent 
pros])erity,  that  intelligent  observers,  even  on  this  side  of  the  water, 
were  led  to  the  conclusion  that  the  United  States  “made  a })rofit  out 
of  the  War”:  that  when  the  stimulus  to  trade  and  industry  was 
taken  into  account  the  ultimate  net  costs  to  the  country  would 
prove  to  be  less  than  nothing.  Or  it  has  been  urged  that  the  War  was 
fought  with  no  demonstrable  decrease  in  consumption  at  the  time, 
and  no  more  than  a temporary  setback  in  our  suhsequent  ]mwer  to 
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j)roclucc;  a claim  which  gives  ground  for  the  view  that  the  War 
called  forth  its  own  means  of  su])])ort.  Such  a view,  of  course,  looks 
at  the  aggregate  social  income  of  the  country  rather  than  at  the 
financial  outlays  of  the  Government ; and  implies  that  this  social  in- 
come was  somehow  increased  sufHciently  to  offset  the  social  wastage 
of  which  the  financial  outlays  are  the  most  obvious  economic  index. 
I'hese  contentions  must  be  kept  in  mind  in  our  attem})ts  to  analyze 
the  effects  of  the  War  on  the  country’s  economy. 

In  refutation  of  these  claims,  it  was  urged  by  President  Coolidge 
himself  that  we  could  not  possibly  have  made  a ])rofit  out  of  a war 
the  cost  of  which  to  the  Federal  Government  had  been  officially  esti- 
mated as  thirty-six  and  one-half  billion  dollars  to  November,  1928, 
with  a sequel  of  continuing  burdens  which  he  considered  likely  to 
raise  the  total  to  nearly  one  hundred  billions  before  the  last  war  bond 
should  be  redeemed  and  the  last  veteran  or  dependent  compensated.^ 
This  contention  may  seem  self-evident,  but  it  must  in  turn  be  sub- 
jected to  scrutiny.  Social-economic  costs  may  be  greater,  or  less, 
than  is  indicated  by  governmental  fiscal  outlavs.  For  the  ])resent, 
and  for  illustrative  purposes  only,  we  may  note  that  the  fiscal  esti- 
mates include  both  ])rincipal  and  interest  on  the  war  debt.  This  is 
legitimate  in  the  sense  that  the  principal  was  not,  in  the  main,  s]>ent 
for  lucrative  ])roperties  like  railroads  or  factories,  which  could  them- 
selves sustain  the  interest  charges;  on  the  contrary  both  principal 
and  interest  must  ultimately  be  })aid  out  of  the  Government’s  general 
sources  of  revenue.  Roth  appear  in  the  volume  of  fiscal  transfers  of 
funds  which  the  Government  must  carry  out. 

Rut  such  fiscal  transfers  are  not  the  whole  story.  If  they  were, 
why  should  not  the  ])rincipal  a})pear  twice : once  when  the  loans  were 
made  and  the  money  spent,  and  once  when  the  bonds  are  redeemed  ? 
Socially  speaking,  the  outlay  was  made  when  the  principal  of  the 
loans  was  spent  for  goods  and  services  to  be  devoted  to  the  uses  of 
war.  The  immediate  funds  were  furnished  by  lenders,  while  the  ulti- 
mate burden  rests  on  tax])ayers,  in  the  form  of  an  obligation  to  pay 

^ .See  his  armistice-day  speech,  re])orted  in  tlie  daily  press  of  Noveniher 
12,  1928.  Tlie  estimate  of  cost  to  date  was  based  on  tlie  Treasury  Depart- 
ment’s })iiblished  allocation  to  June  30,  1927  (contained  in  the  .Secretary’s 
Annual  Report,  ]>p.  89,  (5  f2-fi  l7),  amounting  to  $3.5,1  1 9,022,1  f t,  with  addi- 
tions for  the  suhseejuent  period. 
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principal  and  interest  in  the  future.  And  the  discounted  worth  of 
tliis  obligation  at  the  time  of  raising  the  loan  was  approximately 
equal  to  the  amount  advanced  and  sjjent.  Flither  the  actual  amount 
borrowed,  or  the  discounted  worth  of  rejiayments,  may  be  taken  to 
rejjresent  the  social  outlay  made  at  the  time  of  the  War,  but  hardly 
both.  The  subsequent  transfer  of  funds  from  taxpayers  to  bond- 
holders is  not  in  itself  a social  outlay.  The  country  as  a whole  is  not 
made  poorer  by  the  full  amount  of  these  transfers.  They  involve  bur- 
dens beyond  the  costs  of  collection  and  fiscal  administration,  and  the 
ultimate  incidence  of  the  whole  process  of  transfer  is  a matter  for 
some  conjecture;  but  the  social  costs  of  the  outlays  made  from  loans 
do  not  include  the  full  amount  of  interest  or  anything  approaching 
it. 

This  is  but  an  instance  of  the  type  of  problem  met  in  undertaking 
to  ])robe  beneath  the  financial  outlays  to  the  goods  and  services  they 
re])resent;  and  beneath  these  in  turn  to  the  efforts  and  sacrifices  in 
which  the  ultimate  incideiice  is  to  be  found.  And  there  is  another  dif- 
ficulty even  more  baffling.  The  eff  ects  of  our  own  belligerency  cannot 
be  fully  separated  from  the  effects  resulting  from  the  existence  of  a 
war  in  Europe,  whether  we  entered  it  or  not.  We  })rofited  greatly  as 
a neutral  country,  and  after  the  War  we  profited  by  serving  the 
needs  of  Euroj)e’s  reconstruction.  But  Euro])e  would  have  needed 
reconstruction  whether  we  entered  the  War  or  not ; and  we  must  try, 
at  least,  to  distinguish  gains  due  to  other  people’s  wars  from  the 
costs  of  our  own.  How  much  of  our  })ost-war  prosperity  was  due  to 
Llurope’s  needs  and  how  much  to  the  im])etus  of  our  own  reconstruc- 
tion demands  and  activities?  No  one  can  sav.  d'he  profits  of  neu- 
trality were  swallowed  up  in  the  costs  of  l)clligerency.  As  for  our 
average  state  of  post-war  prosperity,  including  the  two  major  de- 
pressions of  19^21  and  1930,  it  has  been  above  the  })re-war  level,  but 
not  above  a })rolongation  of  the  })re-war  u])ward  trend.  The  best 
that  can  l)e  said  is  that,  if  the  efforts  and  sacrifices  of  the  actual  war 
period  are  forgotten,  our  subsecpient  state  may  not  have  been  demon- 
strably worse  than  it  would  have  been  if  the  War  had  never  occurred. 
Even  this  is  doubtful,  but  if  it  should  l>e  true,  the  United  States  is 
the  only  one  among  the  belligerents  seriously  engaged  which  could 
make  even  such  a (pialifiedly  favorable  showing. 

But  the  returns  are  not  all  in.  Death  and  disability  involve  con- 
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tinning  burdens,  the  total  amounts  of  wliicli  are  uncertain ; and  the 
effects  of  the  legacy  of  international  debt  settlements  are  much  more 
coniectural.  But  greater  than  both  these,  we  are  now,  over  twelve 
years  after  the  signing  of  the  armistice,  in  the  depths  of  a major  de- 
pression which  is  almost  certainly,  to  some  unmeasurable  extent,  not 
onlv  a sequel  of  the  War  but  a result  of  the  chain  of  consequences 
wliicli  trace  their  origin  back  to  it.  IMoreover,  this  depression  in- 
volves a shrinkage  of  income,  measured  from  the  ]>eak  reached  in 
1929,  which  is  quite  certain  to  bulk  larger,  before  recovery  is  fully 
achieved,  than  the  whole  immediate  cost  of  the  War  itself  to  the  na- 
tional economy.  If  the  previous  post-war  prosj)erity  had  canceled 
tlie  cost  of  the  War,  the  })resent  depression  may  more  tlian  cancel  the 
cancellation.  This  can,  of  course,  never  be  deffnitelv  known,  since  the 
normal  level  with  which  to  comjiare  our  actual  post-war  record  must 
remain  in  the  conjectural  realm  of  what  might  have  been  had  the 
world  remained  at  peace.  This  is  an  uncertainty  which  cannot  be 
fully  resolved. 

Similarly  as  to  Euro}>e ; its  economic  recovery  had  }>roceeded  to  a 
point  at  which  something  like  a reasonably  healthy  post-war  normal 
seemed  to  be  in  ])rocess  of  emerging,  when  the  world-wide  depression 
arrived,  not  only  to  set  back  the  development,  but  to  cast  doubt  on 
the  soundness  of  the  basis  on  which  it  was  built.  Has  the  attenq)t  to 
rebuild  industrial  structures,  in  which  each  nation  sought  to  develoj) 
similar  basic  industries,  resulted  in  dujilications  and  an  excess  of 
facilities  which  must  fail  to  find  full  outlets  and  thus  partially  defeat 
the  end  in  view?  iMust  the  basis  of  develo|)ment  be  revised  before 
stability  can  be  reached  ? 

In  this  country,  will  a revival  quickly  bring  us  to  a resunq)tion  of 
the  u])ward  trend  which  marked  the  years  1922—29,  or  was  tliat  de- 
gree of  pros])erity  based  on  temporary  conditions  which  will  not 
return?  Did  our  recovery  acquire  a cumulative  momentum  that  car- 
ried it  to  an  abnormal  height?  Was  this  effect  streng-thened  by  dis- 
tress-buying  and  borrowing  from  Europe  which  could  not  perma- 
nently continue?  Has  our  post-war  economy  been  built  upon  a basis 
which  will  haye  to  be  reyised  downward  before  we  can  resume  de- 
velopment on  a sound  and  normal  basis?  The  overwhelming  proba- 
bility seems  to  be  that  this  is  the  case.  If  so,  will  the  ultimate  develop- 
ment be  slower  than  that  of  the  past  decade,  and  what  are  the 
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adjustments  that  must  be  made  to  absorb  our  unemployed  popu- 
lation ? 

Evidently,  the  balance  sheet  of  the  War  cannot  be  drawn  up  with 
confident  accurac3^  Nevertheless,  a reasonable  approximation  may 
be  made  to  the  more  obvious  and  direct  burdens. 


CHAPTER  I 


THE  UNITED  STATES  IN  1913-11 

To  measure  exactly  the  economic  effects  of  the  War  on  this  country, 
it  would  be  necessary  to  know  what  the  course  of  its  economic  life 
would  have  been  if  the  War  had  not  occurred.  This  can,  of  course,  be 
only  conjectured,  or  at  best  roughly  ap})roximated ; but  a fair  basis 
may  be  furnished  by  a jhcture  of  conditions  as  they  were  at  the  out- 
break of  hostilities,  and  of  the  main  trends  then  prevailing. 

This  countrv  was,  as  is  well  known,  the  richest  in  the  world,  both 
in  aggregate  and  per  capita  wealth  and  production.  Our  higher  scale 
of  money  prices  exaggerated  this  difference,  and  the  differing  con- 
tent of  national  budgets  of  production  and  consumption  makes  it  im- 
possible to  measure  with  scientiffc  precision,  but  of  its  existence  there 
can  be  no  doubt.  We  were  also  the  world’s  greatest  debtor  nation.  It 
was  estimated  by  Sir  George  Paish  that  in  1910  Europe  held  ap- 
proximately six  billion  dollars  of  American  securities,  on  which  the 
annual  return  due  from  us  amounted  to  $225,000,000.^  A much 
smaller  estimate,  of  $2,400,000,000  at  market  values,  was  made  bv 
L.  F.  Loree  as  of  July,  1914."  While  we  also  had  some  investments  in 
other  countries.  Professor  II.  L.  Bogart  estimated  our  yearlv  net 
debit  on  this  score,  in  the  years  immediately  })receding  the  IVar,  at 
$175,000,000.®  This  would  seem  to  indicate  not  quite  four  billions  of 
net  debt.  He  also  estimated  our  total  debit  on  the  “invisible  items”  in 
the  international  balance  at  some  $000,000,000  in  good  years  and 
some  $500,000,000  in  poor  }’ears.^  As  this  was  very  nearly  the 
amount  of  our  “favorable  balance”  of  commoditv  trade  for  these 
years  (as  may  be  seen  from  the  accom])anying  table)  the  conclusion 
IS  that  we  were  holding  our  own,  and  neither  increasing  nor  decreas- 
ing our  net  debt  to  foreign  countries. 

^ Report  of  National  Monetary  Commission,  XX,  169. 

‘See  Noyes,  The  War  Period  of  American  Finance,  p.  60,  also  Commer- 
cial and  Financial  Chronicle,  July  3,  1915. 

® War  Costs  and  Their  Financing,  1921,  p.  72. 

Ibid.,  also  p.  14. 
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31erchandisc  Exports  and  Imports,  1910  to  lOlJp  {in  millions). ^ 


1910 

1911 

1912 

1913 

1914 

Total  exports 

$1,74.-1.9 

$2,01.9.3 

$2,20t.3 

$2,165.8 

$2,361.5 

Total  imports 

1,556.9 

1,527.2 

1,653.2 

1,813.0 

1,893.9 

E.xeess  of  exports 

188.0 

522.1 

551.1 

652.8 

170.6 

Oui’  national  wealth  was  estimated  by  the  Census  Rureau  as  188 
billions  for  1912,  and  was  growing  at  a rate  which  would  indicate 
205  to  210  billions  for  1911.  The  national  income  has  been  estimated 
by  the  National  Rureau  of  Economic  Research  by  two  methods:  by 
sources  and  by  personal  recei})ts.  For  1913  the  first  method  showed 
35V1>  billions,  or  $367  per  capita,  while  the  second  method  showed 
331/2  billions,  or  $311  per  capita.  The  two  methods  of  estimate  hap- 
pened to  show  their  largest  discrepancy  for  this  particular  year.® 
One  result  of  this  fact  is  that  the  former  estimate  shows  a definite 
upward  trend  of  income  per  capita  for  the  ]) re-war  years  (in  dollars 
of  1913)  while  the  latter  estimate  .shows  none.  The  following  table 
shows  the  figures  for  the  entire  period  covered  by  the  Rureau’s 


study. 

7 

Estimate  hif  sources  of  Income 

Estimate  hp  incomes  received 

Total  income,  1913 

Per  capita  income, 

Total  income,  1913 

Per  capita  income 

Year 

doltars  (billions) 

1913  dollars 

dollars  (billioiis) 

1913  dollars 

1909 

$30.1 

$333 

. . . 

1910 

32.5 

357 

$31.8 

$315 

191 1 

31.7 

338 

31.7 

338 

1912 

33.7 

351 

32.7 

313 

1913 

35.6 

367 

33.5 

311 

1911 

33.6 

339 

32.5 

328 

1915 

35.3 

352 

35.1 

319 

1916 

11.3 

106 

10.2 

395 

1917 

11.9 

107 

39.7 

385 

1918 

89.1 

375 

38.6 

371 

1919 

37.6 

359 

These  figures,  together  with  a later  study  from  the  same  source, 
afford  ])erha])s  the  best  available  testimony  as  to  the  total  income  out 
of  which  the  costs  of  the  War  had  to  be  paid,  though  they  will  be 

® From  15og;irt,  tVar  Costs  and  Their  Financing,  p.  72. 

^Income  in  the  United  States,  II,  231,  338.  Tlie  year  1917  shows 
a slightly  larger  absolute  disereiiane}'^  (measured  in  dollars  of  1913)  but  a 
smaller  one  in  ])ereentage  terms,  as  the  absolute  totals  are  larger. 

Adaj)ted  from  tables  in  Income  in  the  United  States,  II,  16,  231,  337, 


338. 
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subject  to  certain  adjustments  in  bringing  them  to  include  the  pre- 
cise materials  relevant  to  this  particular  ])urpose.  As  they  stand,  they 
show  a large  increase  in  income  during  the  war  period,  sufficient  on 
its  face  to  neutralize  a major  j)art  of  the  costs  of  the  War  to  the 
United  States,  if  the  period  of  our  neutrality  is  included  and  the 
advances  to  our  Allies  deducted.  The  necessary  adjustments  will  af- 
fect the  amount  of  this  war  surplus,  hut  will  not  falsify  the  prelimi- 
nary conclusion  just  indicated.  Further  testimony  is  afforded  by 
indexes  of  physical  production,  which  for  various  reasons  fluctuate 
more  than  the  figures  of  income,  hut  show  very  similar  general 
trends.  It  appears  that  an  appreciable  ])art  of  the  cost  of  the  ^Var 
to  the  country  as  a whole  was  borne  out  of  increased  production  and 
real  income  during  the  war  period.  Including  the  profitable  period 
of  our  neutrality,  this  coni})ensation  might  amount  to  more  than  one- 
third  of  the  immediate  war  costs.  Omitting  the  profits  of  neutrality, 
not  more  than  one-fourth  of  the  immediate  war  costs  would  he  offset. 

Of  the  national  income  a very  considerable  part  is  saved,  and  a 
corres})onding  part  of  production  devoted  to  increase  in  productive 
equipment.  Data  on  consumption  and  savings  are  scant,  and  con- 
clusions must  needs  he  tentative,  but  an  apj)roximation  can  he  made. 
The  Census  Bureau  figures  show  an  increase  in  national  wealth,  ex- 
clusive of  land,  of  about  forty-eight  billions  for  the  eight  years  from 
1904  to  1912,®  or  about  six  billions  per  year,  including  increases  in 
items  of  “consumers’  wealth”  and  increases  due  to  the  upward  course 
of  prices.  Allowance  for  this  last  factor  is  uncertain,  owing  to  vary- 
ing methods  of  accounting.  But  we  may  take  Ilk  billions  ])er  year  at 
1912  prices,  as  the  lowest  possible  estimate  of  the  increase  in  physi- 
cal wealth  other  than  land.  The  highest  possible  estimate  would  be 
close  to  the  uncorrected  figure  of  six  billions. 

Another  estimate,  by  Dayid  Friday,  places  the  excess  of  produc- 
tion oyer  consum])tion  for  1913  at  6. -5  billions.®  Ilis  estimate  of 
agricultural  savings,  however,  is  half  a billion  in  excess  of  that  of 
the  National  Bureau  of  Economic  Ilesearch.  And  the  item  of  securi- 
ties issued  is  probably  in  need  of  scaling  down  on  account  of  the 
practice  of  issuing  both  stocks  and  bonds  at  a discount.  Furthermore, 

® Wealth,  Debt,  and  Ta.rafion,  V,  I,  21.  Tlie  deduction  for  land  is  made  by 
Bogart,  op.  cit.,  p.  77. 

® “War  and  the  Supply  of  Cajiital,”  Amer.  Econ.  Rev.  Sup.,  March,  1919, 
p.  80. 
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as  corporate  surjjlus  is  partly  invested  in  securities,  there  is  some 
probable  duplication  involved  in  adding  these  two  items  together. 
The  National  Bureau’s  estimate  of  total  business  savings  (including 
agricultural)  is  2.-i  billions,  or  1.5  billions  less  than  Friday’s  esti- 
mate of  corresponding  items. This  would  indicate  a reduction  of 
Friday’s  total  figure  to  5 billions,  which  seems  a more  probable 
amount.  Corroborative  evidence  is  found  in  the  fact  that  Friday’s 
figures  for  the  whole  period  1913—18  are  very  much  higher  than 
those  of  the  National  Bureau  for  corresponding  items,  reaching  in 
1918  the  seemingly  incredible  total  of  22  billions. 

Of  the  total  income  of  35,580  millions  in  1913,  15,778  millions 
was  estimated  as  the  share  of  “entrepreneurs,  investors  and  other 
owners  of  property  used  in  industry,”  of  which  5,101  millions  was  in 
agriculture.  A major  part  of  these  5,101  millions,  and  a substantial 
portion  of  the  remaining  10,677  millions,  is,  of  course,  to  be  classed 
as  “labor  income.”  Total  disbursements  to  employees  (including 
pensions,  compensation  for  injuries,  and  payment  for  contract  work) 
amounted  to  19,801  millions. Of  the  income  of  entrepreneurs  and 
properW  owners  we  ma}'^  roughly  estimate  that  one-fourth  or  more 
was  saved,  and  of  other  income  one-tenth  or  less ; though  such  an 
allocation  is  necessarily  arbitrary  for  persons  receiving  both  labor 
and  jiropert}’’  income.  In  manufacturing,  employees  received  7-1.5 
per  cent  of  net  value  product : the  percentage  showing  a slight  up- 
ward tendency  for  the  five  ])re-war  }'ears.  Average  compensation  per 
employee  was  .$705 : this  amount  showing  a very  strong  upward 
tendency  for  the  same  five  years,  even  after  making  allowance  for 
increased  prices.^® 

In  agriculture,  employees  as  such  received  only  13.-1  per  cent  of 
net  value  product,  or  $328  per  employee.  At  a 5 ]^er  cent  interest 
rate,  38.4  per  cent  was  assignable  to  propertv,  while  the  remainder 
constituted  a “reward  for  management  and  labor”  of  $444  per 
farmer.*'*  The  ])ro]>er  rate  of  ]iroperty  return  to  charge  against 
farm  ])roduction  is  ])robably  less  than  5 ])er  cent,  since  the  present 

Income  hi  the  United  States,  Table  20H,  ]i.  2 16. 

**  Friday,  op.  cit.  Tlie  figure  includes  five  billions  of  war  taxes  paid  or 
reserved. 

Income  in  the  United  States,  p.  2 13,  also  Table  20D,  p.  2-tO. 

Ibid.,  ])p.  91,  98.  Does  not  include  hand  trades. 

*■*  Ibid.,  pp.  58,  63. 
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worth  of  farm  land  capitalizes  expected  future  increases  in  value  as 
well  as  current  yield  from  ju'oduction.  Land  is  often  bought  at 
prices  which  capitalize  the  current  yield  at  more  nearly  3 per  cent 
than  5 per  cent.  And  current  yield  and  “unearned  increment”  to- 
gether have,  over  a period  of  fairly  consistent  upward  trends  of 
values,  typicall}'  grouped  around  6 per  cent.^®  The  substitution  of 
4 per  cent  for  5 per  cent  in  calcvdating  the  reward  chargeable  to 
property  would  raise  the  farmer’s  income  from  labor  and  manage- 
ment to  $515  per  farmer.  We  must  also  remember  that  the  farmer’s 
dollar  will  buy  somewhat  more  goods  than  that  of  the  average  towns- 
man engaged  in  manufactures,  on  account  of  the  lower  average 
prices  prevailing  in  rural  districts.  Hut  no  allowances  can  make  agri- 
culture seem  as  well  rewarded  as  other  typical  branches  of  industry. 

In  mines,  quarries,  and  oil  wells,  employees  received  73.4  per  cent 
of  net  value  product,  with  an  average  compensation  of  $649  per  em- 
ployee. Coal  mining  accounted  for  nearly  two-thirds  of  the  em- 
ployees in  this  group. In  railroad  trans})ortation,  enq)loyees  re- 
ceived 65  per  cent  of  net  value  product,  or  $781  }>er  emplovee.^'  In 
street  and  electric  railways,  employees  received  52.7  per  cent  of 
value  product,  or  $731  ])er  employee.^  In  private  electric  light  and 
power  companies,  employees  received  35.7  per  cent  of  value  product, 
or  $751  per  employee.^®  This  includes  hydroelectric  proj)crties, 
where  capital  per  employee  is  greater  than  in  any  other  important 
branch  of  industry. 

All  in  all,  27,391,000  employees  received  19,801  million  dollars, 
or  $723  per  employee;  6,400  farm  entrepreneurs  received  5,101  mil- 
lion dollars,  or  $797  per  entrepreneur;  and  3,310  other  entre})re- 
neurs  (persons  or  organizations)  received  10,677  million  dollars,  or 
$3,226  per  entrej^reneur.®®  This  was  in  a year  of  business  “pros- 
perity.” And  compensation  per  employee  was  trending  definitely  u])- 
ward,  both  in  money  and  in  purchasing  power.®^ 

See  Chambers,  “Tiie  Relation  of  Farm  Land  Income  to  Farm  Land 
Value,”  Amer.  Econ.  Eev.,  XIV,  673-698,  December,  1924. 

Income  in  the  United  States,  pp.  74—75. 

Ibid.,  pp.  129,  131.  Ibid.,  pp.  151,  153.  Ibid.,  pp.  165,  166. 

Calculated  from  tables  in  ibid.,  pp.  33,  38,  240,  243. 

Two  indications  of  this  trend  are  given  in  the  accompanying  table.  One 
is  total  compensation  (including  pensions,  etc.)  per  emj)loyee  attached  to  in- 
dustries (including  those  not  currently  employed),  calculated  from  King’s 
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The  reader  will,  of  course,  remember  that  these  figures  are  in  dol- 
lars of  far  greater  purchasing  power  than  the  war-time  dollar  pos- 
sessed, and  appreciably  greater  than  the  present  dollar  possesses.  In 
making  allowance  for  the  war-time  revolution  in  the  value  of  the 
money  unit,  it  has  become  customary  to  translate  later  values  into 
dollars  having  the  purchasing  power  of  these  pre-war,  1913  dollars. 
It  would,  of  course,  he  equally  logical  to  translate  into  post-w'ar  dol- 
lars, and  for  some  purposes  this  is  the  significant  or  necessary  pro- 
cedure. P’or  instance,  in  estimating  the  fiscal  effects  of  war  borrow- 
ing, it  will  be  necessary  to  compare  the  sums  borrowed  with  the  sums 
to  be  repaid  in  dollars  of  equal  purchasing  power:  that  is,  to  meas- 
ure the  j^urchasing  power  of  the  war  loans  in  terms  of  post-xoar  dol- 
lars. 

Another  major  feature  of  any  economy  consists  of  the  movements 
going  on  within  it.  This  includes  regional  shiftings,  and  the  move- 
ment as  between  urban  and  rural  occupations.  INIore  especially,  per- 
haps, it  includes  the  relative  growth  or  decline  of  different  branches 
of  production ; and  of  the  surpluses  available  for  export  or  the  short- 
ages that  have  to  be  made  good  by  imports.  As  is  well  known,  the 
j)re-war  United  States  was  becoming  more  and  more  urban,  and  the 
War  greatly  increased  this  tendency.  The  center  of  population  was 
still  moving  westwai’d,  though  at  a decreasing  rate,  and  in  this  re- 
spect the  War  had  a reverse  infiuence,  bringing  many  people  to  work 
in  the  centers  of  j)roduction  near  the  Atlantic  seaboard.  It  also 
greatly  stimulated  the  northern  migration  of  the  negro.  Our  great- 
est ex])ansion  was  in  manufacturing  and  mercantile  pursuits,  while 
in  agriculture  physical  product  was  barelv  more  than  kee])ing  pace 

figures.  Tlie  otlier  is  Douglas’  index  of  real  earnings  of  employees,  from  a 
manuscript  revision  of  the  table  published  in  Amcr.  Econ.  Rev.  Sup.,  INIarcb, 
1926,  p.  33. 

1D09  1910  1911  1912  1913  1914  1015  1916  1917  1918 

Comj)ensation 
j)er  employee 

in  1913  dollars  657  672  658  697  723  667  678  612.5  711  682 

Real  earnings 
of  cmplo}'ees 
(1890-99  = 

100) 


103 


101  100  102  101  101  106  109 


105  108 
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with  population.^"  The  War  vastly  stimulated  the  growth  of  manu- 
factures, while  physical  product  in  agriculture  fell  below  its  trend- 
line  in  11)16-19.^“  We  were  a country,  in  general,  of  declining  ex- 
portable sur])hises  of  agricultural  })roducts,  with  the  outstanding- 
exception  of  cotton,  which  furnished  the  largest  single  item  of  agri- 
cultural exports. 

In  the  twent3'  3'ears  preceding  1913,  the  production  of  pig  iron 
had  more  than  quadrupled,  that  of  steel  had  grown  nearh'  eightfold, 
and  that  of  tin  plates,  fifteen-fold.  Production  of  cop}>er  had  in- 
creased 270  per  cent,  of  lead  150  per  cent,  of  cement  1000  })er  cent, 
of  coal  212  per  cent,  of  petroleum  400  ])er  cent.  During  tlie  same 
period,  production  of  wheat  had  fluctuated  about  an  upward  trend 
representing  an  increase  of  nearly  53  per  cent  in  twenty-  ^'ears, 
most  of  which,  however,  came  in  the  middle  decade  of  the  period."^ 
Corn  increased  about  50  ])cr  cent;  wool  remained  stationar_v.  Swine 
on  farms  increased  32  })er  cent,  cattle  increased  8 per  cent,  but  were 
actually  decreasing  at  the  end  of  the  period.  Sugar  j)roduction  in- 
creased between  three  and  fourfold,  and  rice  even  more,  while  cotton 
increased  71  per  cent  from  the  period  1890—94  to  1910-14. 

In  terms  of  value  of  products,  farming  and  manufactures  grew 
about  equally  during  the  period  from  1899  or  1900  to  1913;  gross 
value  of  farm  products  being  almost  equal  to  value  of  manufactured 
products  less  materials,  and  both  increasing  something  more  than 
75  per  cent,  with  the  qualification  that  the  successive  census  rejiorts 
for  farming  are  not  strictly  comparable.  The  more  discriminating 
analysis  of  the  National  Bureau  of  Economic  Research  shows,  for 
1909-13,  an  increase  in  net  yalue  product  for  all  industries  of  24 
per  cent;  for  factory  manufactures  31  per  cent,  for  agriculture  25 
per  cent,  for  mining  32  per  cent,  for  railways  18  per  cent,  for  con- 
struction a decrease  of  18  ])er  cent,  and  for  unclassified  industries  an 
increase  of  28  per  cent.^®  Iloweyer,  prices  of  agricultural  j)roducts 

See  E.  E.  Day’s  index  of  pliysical  production,  liev.  of  Econ.  Statistics, 
September— Januarv,  1921,  p.  11. 

Ibid. 

Average  annual  production  by  successive  five-year  periods,  1890-191  i. 
inclusive,  in  millions  of  bushels,  was  as  follows:  177,  529,  G2G,  G9.3,  728. 
The  increases  from  each  five-year  period  to  the  next  were:  53,  97,  G7,  35. 
The  data  on  all  these  articles  are  taken  from  the  Statistical  Abstract  of  the 
United  States,  1918,  Table  171. 

Income  in  the  United  States,  p.  2-1-1.  In  net  value  product  as  estimated 
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had  risen  more  than  those  of  manufactures,  and  Day’s  index  of 
j^hysical  production  shows  for  these  same  years  an  increase  of  14.5 
per  cent  for  manufactures,  and  3.4  per  cent  for  agriculture.  From 
1899  to  1913,  Day’s  trend-line  for  agriculture  rose  about  30  per 
cent,  while  manufacturing  (for  which  no  trend-line  is  constructed) 
rose  87  per  cent,  mining  127  per  cent,  and  the  combined  index 
(weighted  in  terms  of  values),  63  per  cent.^®  Our  increase  in  physi- 
cal products  per  capita  was  occurring  entirely  in  other  branches 
than  agriculture. 

In  the  field  of  export  trade,  agricultural  products  had  averaged 
more  than  75  per  cent  of  our  domestic  exports  from  before  the  Civil 
W ar  down  to  1892.  From  then  on  they  declined  to  46.3  per  cent  in 
1913.  Foodstuffs  accounted  for  20.72  per  cent  of  our  exports,  as 


CHART  I. 

Exports  of  Beef  Products  from  the  United  States,  1897-1927. 

1)V  tlie  National  Bureau,  agriculture  ranged  from  72  per  cent  to  85  per  cent 
of  factory  manufactures  during  tliis  period. 

See  Pev.  of  Econ.  Statistics,  September-.Tanuary,  1921.  W.  F.  Max- 
well’s revision  of  this  index  tells  a similar  general  story,  with  diiferences  of 
detail.  See  later  volumes  of  same  journal. 
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CHART  II. 

Exports  of  Pork  Products  from  the  United  States,  1897-1927. 


CHART  HI. 

Exports  of  Grain,  Wheat  {Including  Flour),  and  Flour 
from  the  United  States,  1897-1927. 
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against  more  than  twice  that  percentage  twenty  years  earlier.  Alanu- 
factures  accounted  for  48.8  per  cent  of  our  ex])orts  (two-thirds  of 
which  was  classed  as  ready  for  consumption)  as  against  21.57  per 
cent  in  1898.  The  course  of  exports  of  beef,  pork,  and  grain  prod- 
ucts is  indicated  in  the  accompanying  charts.^'  Exports  of  cotton 
had  long  maintained  a rate  of  about  two-thirds  of  our  total  crop. 

One  further  feature  of  major  importance  to  American  economic 
life  is  immigration.  This  had  grown  enormously  during  the  fifteen 
years  preceding  the  World  IVar ; and  had  also  been  changing  radi- 
cally in  racial  character.  P'rom  230,000  in  1897  and  229,000  in 
1898,  total  immigration  had  grown  to  1,198,000  in  1913  and 

1.218.000  in  1914.^®  Net  arrivals  as  estimated  by  Jerome  grew  from 

308.000  in  1900  to  815,000  in  1913  and  769,000  in  1914."®  Aside 
from  Oriental  exclusion,  restriction  still  remained  on  a basis  of  })er- 
sonal  fitness  which  was  not  calculated  to  exclude  large  numbers.  The 
tightening  of  regulations  and  of  their  enforcement  had  resulted  in  a 
great  increase  in  debarments  and  deportations,  yet  these  amounted 
to  only  23,391  in  1913.  IVhile  the  number  prevented  from  coming 
was  undoubtedly  greater  than  this,  our  policy  clearly  had  no  great 
effect  in  reducing  numbers  of  arrivals  from  Europe,  and  was  limited 
to  the  exclusion  of  Asiatics  and  of  certain  obvious  classes  of  unde- 
sirables. 

The  much-discussed  change  in  the  racial  composition  of  this 
stream  had  for  some  time  been  a source  of  serious  anxiety,  though 
not  all  students  admitted  that  it  was  an  evil.  Trior  to  1880  almost 
the  entire  European  immigration  came  from  the  United  Kingdom, 
Germany,  P'rance,  Relgium,  Holland,  Switzerland,  Denmark,  Swe- 
den, and  Norway;  and  in  the  decade  1880-90,  more  than  four-fifths 
still  came  from  these  countries.  Since  1900,  more  than  three-fourths 
of  the  Pairopeans  have  come  from  Austria-IIungarv,  Russia,  Bal- 
kan and  Mediterranean  countries,  and  Portugal.  This  situation 
might  have  led  to  some  action,  even  without  the  War,  hut  the  dis- 
cussion would  ])rohahly  have  dragged  its  tedious  way  through  much 

Rci)r()(hicc‘(l  by  ])ermissi()ii  from  Iv  (i.  Xourse.  “'I’lie  Trend  of  Agricul- 
tural Exports,”  Journal  of  Pol.  Econ.,  XXXVI,  33i,  3.37.  June,  1928. 

Year  ending  .Tune  30,  in  eacli  ease.  1911  is  thus  wholly  a pre-war  year. 
Eroin  Statistical  .ihstract,  WIS. 

Sc.v  Migration  and  Business  Cycles,  Nat.  Pur.  of  Eeon.  Research,  192(5, 
p.  50. 
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iteration  of  the  old  formulas  to  some  half-hearted  compromise.  In- 
stead, we  were  precipitated  into  drastic  action  hj  a sudden  emer- 
gency. \Vhile  the  country  was  still  wondering  whether  it  could  suc- 
cessfully I’eabsorb  between  three  and  four  million  service  men  ami 
remobilize  its  entire  economic  life,  it  was  threatened  with  an  added 
flood  of  unknown  and  probably  unheard-of  size  from  an  impover- 
ished Europe.  The  result  was  the  introduction  of  the  quota  system. 

The  bare  bones  of  statistical  tables,  necessary  as  they  are  to  a sur- 
vey of  the  present  sort,  tell  oidy  part  of  the  story  of  a nation’s  eco- 
nomic condition.  Some  mention  at  least  must  be  made  of  financial 
conditions  and  institutions,  of  education,  of  the  state  of  the  labor 
movement  and  of  economic  radicalism,  of  business  organization  and 
the  relation  of  government  to  business,  and  of  prevalent  attitudes 
and  issues  bearino-  on  international  economics. 

In  the  last-named  field,  American  attention  had  been  largely  fo- 
cused on  immigration  and  the  tariff.  Our  most  active  issues  in  1913 
were  those  growing  out  of  our  economic  ])enetration  of  I.atin 
America:  chiefl}'  IMexico.  The  Wilson  administration  had  taken  the 
position  that  American  dollars  invested  in  turbulent  countries  must 
take  the  chances  inseparable  from  such  conditions ; but  was  ulti- 
mately driven  to  the  occu}>ation  of  \"era  Cruz  and,  after  \'illa’s  in- 
vasion of  American  soil,  to  General  Pershing’s  abortive  pursuit-ex- 
pedition. The  situation  well  illustrated  the  virtual  impossibility  of 
ayoiding  governmental  entanglements  consequent  on  the  outward 
movement  of  capital  and  enterprise;  and  the  feelings  it  awakens  in 
those  who,  rightly  or  wrongly,  feel  themselves  exploited  and  eco- 
nomically subjugated. 

In  this  situation,  conscious  rivalry  with  Europe  had,  on  the  whole, 
played  a minor  j)art.  Our  economic  penetration  had  not  gone  to  the 
extent  of  seriously  cranq)ing  the  scope  of  inyestors  and  traders  from 
across  the  Atlantic.  And  the  com])lications  arising  from  the  ex])ort 
of  capital  to  Europe  itself,  and  economic  penetration  there  on  a 
large  scale — these  were  still  in  the  future. 

Relations  of  government  to  business  were  marked,  in  the  railroad 
field,  by  the  passage  of  the  Federal  Valuation  Act  in  1913,  and  by 
the  first  real  setback  in  the  long  u])ward  climb  of  the  rate  of  return 
on  railroad  capital.  At  the  same  time  regulation  was  for  the  first 
time  having  a material  effect  in  limiting  the  general  level  of  railroad 
earnings,  using  as  an  instrument  the  ])ower  to  suspend  advances  in 
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rates  which  was  granted  in  the  Mann-Elkins  Act  of  1910.  The 
Northern  Securities  case  and  the  Union  Pacific— Southern  Pacific 
dissolution  emjdiasized  the  fact  that  the  Government  stood  hrinly 
against  combinations  of  competing  systems.  This  policy  has  been  re- 
versed since  the  War,  but  there  is  no  proof  that  the  War  was  respon- 
sible for  the  reversal. 

In  the  trust  field,  the  Standard  Oil  and  Tobacco  Trust  dissolu- 
tions had  placed  the  more  obvious  emphasis  on  the  breaking  up  of 
combinations,  while  at  the  same  time  the  enunciation  of  the  “rule  of 
reason”  prepared  the  way  for  a shift  of  emphasis.  The  real  signifi- 
cance of  these  decisions  lay  not  only  in  the  plans  for  dissolution,  but 
quite  as  much  in  the  rules  laid  down  or  implied  for  the  control  of 
subsequent  competitive  behavior.  The  Cla3don  Act  and  Federal 
Trade  Commission  Act,  both  of  1911,  greatly  strengthened  this 
phase  of  regulation,  which  was  thus  destined  to  live  through  its 
formative  period  under  the  disturbed  conditions  of  foreign  war.  In 
the  })eriod  of  j:)rofitable  neutraliW,  hostility  to  combinations  was  cer- 
tainly not  relaxed,  and  the  feeling  of  the  futiliW  of  dissolution  pro- 
ceedings led  numbers  to  the  conclusion  that  we  had  best  permit  com- 
bination and  secure  the  economies  it  makes  possible,  while  regulating 
prices  and  quality'  of  product  as  those  of  railroads  and  public  utili- 
ties were  already  being  regulated.  This  proposal  rested  on  two  illu- 
sions : first,  that  we  had  demonstrated  our  abiliW  to  control  the  level 
of  rates  satisfactorily^  in  the  railroad  and  public  utility  fields,  and, 
second,  that  similar  regulation  in  the  field  of  general  industry  and 
commerce  would  present  no  greater  difficulties.  The  post-war  crisis 
in  public  utility  regulation  dissipated  the  first  of  these  illusions,  and 
the  war-time  ex]ierience  of  general  price-regulation  may  fairly  be 
said  to  have  dissipated  the  second.  At  an_v  rate,  the  movement  based 
on  them  has  ap])arently  spent  its  force  and  the  “rule  of  reason,” 
with  administrative  formulation  and  codification,  is  the  keynote  of 
the  ])resent  trust  ]mlicy’.  The  War  has  perhaps  contributed  to  a 
growingl_v  tolerant  attitude  toward  big  business. 

Our  sy'stem  made  cartels  impossible,  and  also  made  it  unsafe  for 
combinations  in  aiyv  form  to  control  more  than  about  half  of  the 
domestic  market  in  anv  branch  of  production.  It  thus  had  substan- 
tially' the  effect  of  Bryan’s  ]u-oposcd  50  per  cent  limit  on  size,  but 
without  the  rigidity  of  a statutory  formula.  While  this  prevented 
trades  from  beiiiir  so  orji'anized  that  thev  could  be  mobilized  as  units 
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in  case  of  war,  a fairly  effective  organ  of  common  action  in  certain 
directions  was  growing  up  in  the  trade  association,  which  was  becom- 
ing more  and  more  nearly  universal. 

In  the  techniques  of  industiT,  “scientific  management,”  as  it  was 
then  called,  was  a young  and  vigorous  movement  with  some  remark- 
able achievements  to  its  credit.  Engineers  and  technically  trained 
men  were  becoming  more  and  more  important  in  the  guidance  of 
policies  of  production ; and  one  of  their  characteristic  policies — 
standardization^ — had  received  a considerable  amount  of  attention 
in  certain  fields,  and  was  ready  for  the  enormous  development  which 
the  War  brought  with  it.  Psychologists  had  made  beginnings  with 
the  techniques  of  testing  vocational  aptitudes,  and  the  more  aca- 
demic “intelligence  tests”  had  been  developed  to  a point  where  their 
usefulness  was  readily  conceded,  despite  shortcomings. 

The  American  business  executive,  viewed  as  an  asset  toward  the 
conduct  of  a war,  had  strongly  marked  characteristics.  Infinite  as 
are  the  varieties  of  type  in  any  such  group,  there  stand  out  as  preva- 
lent qualities  energy,  initiative,  willingness  to  assume  res])onsibilitv, 
and  a readiness  to  demand  results  from  himself  and  others  with  rela- 
tively little  regard  to  obstacles.  One  preyalent  jihase  of  the  ideal  ex- 
ecutiye  is  hit  off  in  the  phrase:  “go-getter.”  This  expresses  aptly  the 
strong  and  weak  points  of  the  individualistic  type  of  executiye  from 
the  standpoint  of  mobilizing  a nation’s  economic  resources  for  the 
common  task  of  war.  He  will  driye,  but  will  he  coordinate?  He  will 
see  that  his  unit  produces  results.  The  task  consists  of  two  parts: 
getting  materials,  workers,  and  other  means  of  achieyement,  and  or- 
ganizing them  after  they  are  secured.  In  the  latter  task  the  insistence 
on  results  is  clearly  a force  foe  efficiency.  But  in  the  realm  of 
struggle  to  acquire  the  means  of  achieyement,  it  may  lead  one  unit  to 
lock  up  for  its  own  use  more  than  its  ])resent  needs,  thus  assuring  its 
future;  while  more  important  needs  may  thereby  be  depriyed  of 
things  urgently  necessary  through  coming  into  the  market  a trifle 
later  or  haying  a slightly  less  efficient  go-getter  to  represent  them. 
Where  collectiye  efficiency  required  coordination,  the  go-getter  had 
to  he  kept  in  check.  Fortunately,  the  American  executive  is  genu- 
inely adaptable  under  recognized  necessity,  and  he  has  also  de- 
yeloped  a deal  of  the  spirit  of  team-work,  eyen  though  this  may  l>e  a 
recent  affair  and  less  ingrained  than  some  of  his  older  qualities. 

Organized  labor  in  the  United  States  was  strong  in  many  fields. 
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though  only  a trifle  over  10  ]>er  cent  of  all  eiu})loyees  were  members 
of  unions.^®  The  dominant  organization,  the  American  Federation 
of  Labor  under  the  long-continued  leadershi})  of  Samuel  Gomjjers, 
was  maintaining,  as  it  still  does,  its  traditional  policy  of  reliance  on 
collective  bargaining,  and  the  seeking  of  political  reforms  through 
pressure  on  the  existing  parties  rather  than  through  the  formation 
of  a se])arate  party  of  labor.  Being  organized  on  a craft  basis,  and 
strongest  in  the  highly  skilled  fields,  this  organization  ajjpeared  aris- 
tocratic to  the  masses  of  unskilled  labor.  This  feeling  found  expres- 
sion in  the  I.W.W.,  with  its  emphasis  on  inclusiveness,  on  units  tak- 
ing in  all  the  employees  in  a given  industry,  and  on  the  tactics  of 
revolutionary  syndicalism.  This  was  regarded  as  the  danger  spot  in 
the  labor  movement,  from  the  standpoint  of  loy'al  support  of  public 
needs  in  case  of  war. 

“Socialism”  in  this  country  was  mainly  of  the  political  type  which 
would  work  through  the  ballot  and  the  existing  frame  of  govern- 
ment. It  was  strong  in  its  denunciations  of  war  as  a capitahstic  en- 
ter})rise,  and  in  its  assertions  that  the  workers  on  both  sides  were  the 
natural  allies  against  the  capitalists  of  both  sides,  rather  than 
workers  and  ca])italists  of  any  nation  against  workers  and  capital- 
ists of  any  other.  On  this  basis  it  was  proj)osed  that  the  workers 
refuse  to  support  any  war.  Yet  much  as  the  Socialist  hated  demo- 
cratic-individualistic industrialism,  there  were  grounds  for  suspect- 
ing that  he  hated  dynastic  militarism  more.  And  his  temper  was  not 
])revailingly  marked  by  that  recklessness  in  action  (as  distinct  from 
doctrine)  necessary  to  oj>pose  such  a fait  accompli  as  war  always 
])resents  by  the  time  the  ])ublic  is  asked  to  su})port  it.  He  might  have 
been  provoked  beyond  endurance  bv  any’  serious  evidence  that  his 
own  country  was  being  steered  by  its  capitalists  along  paths  of 
profit-seeking  aggrandizement.  But  he  would  not  condemn  without  a 
hearing  and  his  mind  was  o})en  to  assurances  of  reasonable  good 
faith. 

Before  the  War,  this  country  was  already  marked  by  an  enormous 
quantitative  growth  of  higher  education.  The  ])eriod  of  our  actual 
belligerency  naturally  brought  heavy  reductions  in  enrolment ; but 

.SVe  tt'olnian,  Groxeth  of  American  Trade  Unions,  Nat.  Bur.  of  Econ. 
Researcli,  192  f,  j>.  33  and  Tables  11—19,  2.5—27.  Cf.  Income  in  the  United 
States,  ]).  38,  for  total  number  of  employees. 
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this  was  a temporary"  setback  and  the  growth  has  since  gone  on,  to 
figures  which  dwarf  all  pre-war  records. 

In  the  field  of  finance,  two  of  our  greatest  measures  of  pre})ared- 
ness  were  the  Federal  Income  Tax  and  the  Federal  Reserve  System. 
The  former  furnished  the  nucleus  of  our  greatest  single  source  of 
war  revenue;  while  without  the  latter,  our  banking  system  could 
hardly  have  withstood  the  strains  put  u])on  it.  Ever  since  the  panic 
of  1907  taught  us  that  a change  was  imperative,  systematic  studies 
had  been  going  on,  which  culminated  in  the  }>assage  of  the  Federal 
Reserve  Act  and  the  organization  of  the  system,  just  too  late  to  meet 
the  first  shock  of  August,  191d.  This  was  tided  over  with  the  help  of 
emergency  notes  issued  under  the  sto})-ga})  Aldrich-\’reeland  Act, 
and  of  a hundred-million-dollar  gold  j)ool  formed  among  the  New 
York  bankers.  Thus  the  system  had  to  “’find  itself”  under  thor- 
oughly abnormal  conditions,  but  whether  this  was  a bane  or  a bless- 
ing in  disguise  would  not  be  easy  to  say.  At  least  there  was  a respite 
during  1915  and  1916,  in  Avhich  a background  of  policies  could  be 
worked  out — or  at  least  of  operating  habits — before  the  supreme 
strain  that  came  with  1917. 

Such,  in  broad  outlines,  was  the  United  States  at  the  outbreak  of 
the  World  War — rich,  strong,  heterogeneous,  and  unorganized  in  a 
national  sense.  A country  preoccupied  with  internal  conflicts  of  in- 
terest, internationallv  unsophisticated  and  inclined  to  make  a merit 
of  that  isolation  for  which  sole  credit  belongs  to  the  Designer  of  the 
Atlantic  Ocean.  A country  with  enormous  energy  at  command  and 
little  disposition  to  submit  to  discipline  or  central  control  in  the  use 
of  it.  A country  whose  best  leaders  were  in  business  and  had  the  busi- 
ness stamp  upon  them,  rather  despising  the  morale  of  the  ])ublic  offi- 
cial, yet  destined  to  })lay  that  role  themselves  through  nearlv  three 
years  of  conflict.  A country  which  did  not  know  how  it  would  act  in 
the  unthinkable  contingency  of  finding  itself  actually  engaged  in 
sending  all  the  armed  force  at  its  command  to  fight  in  a European 
war  on  European  soil.  And  a country  with  no  sure  willingness  to 
bear  the  enormous  economic  sacrifices  which  such  a war  seemed  cer- 
tain to  entail. 


CHAPTER  II 


THE  PERIOD  OF  NEUTRALITY 

The  outbreak  of  hostilities  found  the  United  States  in  a condition  of 
inildl}'  depressed  business,  following  the  fairly  prosperous  year  of 
19R3.  The  iinniediate  effect  was  a violent  deepening  of  the  depres- 
sion, continuing  through  the  I'einaining  five  months  of  the  year.  This 
was  due  mainly  to  the  cutting  off  of  normal  European  markets  for 
our  goods,  and  to  the  fact  that  the  special  war  demands  of  belliger- 
ent Europe  did  not  at  once  materialize  nor  rapidl}'  grow  to  sufficient 
projjortions  to  compensate  for  the  loss  of  peace-time  markets.  The 
War  also  opened  to  us  some  markets  formerly  held  by  belligerents 
who  could  not  now  supply  them ; but  this  compensation  also  failed  to 
take  effect  at  once.  The  most  immediate  effect  of  all  was  a violent 
financial  crisis  caused  by  the  rush  of  European  ci’editors  to  realize 
on  notes,  bills,  and  securities : in  short,  to  turn  all  possible  assets  into 
cash. 

The  second  and  more  important  effect  was  an  enormous  increase 
in  American  ex])orts,  bringing  about  a boom  which  was  intense, 
though  far  from  universal  in  its  effects  on  different  branches  of  pro- 
duction. These  exj)orts  were  j)aid  for  by  the  return  of  American  se- 
curities held  abroad,  by  new  loans  to  the  belligerent  countries  from 
private  American  sources,  and  by  large  imports  of  gold.  The  net  re- 
sult was  tliat  the  United  States  entered  the  War  no  longer  a debtor 
nation — its  net  indebtedness  having  been  ap|)roximately  wiped  out 
during  tlie  ])eriod  of  neutrality^ — in  ])ossession  of  an  abnormally 
large  su])ply  of  s]iecie,  and  with  many  industries  serving  the  needs 
of  war  already  equi])])ed  with  largely  increased  ]H’oductive  capacity. 

Tlie  details  of  the  financial  crisis  are  hardly  essential  to  the  ])res- 
ent  study.  It  is  a commonplace  of  our  credit  economy  that  a sudden 
insistence  of  all  creditors  on  realizing  their  claims  must  defeat  itself 
and  force  the  wliole  system  into  tenpiorary  insolvency.  While  Eu- 
ro})e  did  not  hold  sufficient  quick  claims  against  American  business 
in  general  to  inflict  this  fate  on  us  directly,  the  danger  was  hardly 
less  serious.  The  volume  of  (piick  claims  threatened  to  force  suspen- 

^ See  estimate,  ])]).  2 t,  2.'5-2G  footnote,  below. 
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sion  of  specie  payment  by  the  New  York  banks  (not  yet  organized 
under  tlie  Federal  Reserve  Act) , while  the  wholesale  throwing  over- 
board of  American  securities  by  European  holders  bade  fair  to  cre- 
ate price  quotations  so  low  as  to  render  technically  unsound  the 
collateral  on  which  a vast  structure  of  loans  was  based.  The  closing 
of  the  New  York  stock  exchange,  following  similar  action  abroad, 
prevented  the  official  quoting  of  such  prices,  though  it  did  not  wholly 
stop  the  sale  of  securities. 

The  threat  to  maintenance  of  domestic  specie  payment  (or  rather 
currency  payment)  was  met  with  the  help  of  the  issue  of  Aldrich- 
\'reeland  emergency  currency  to  a maximum  amount  of  millions. 
There  remained  the  fact  that  this  country,  having  sent  abroad  117 
millions  of  gold  in  the  first  seven  months  of  1911,  was  faced  with  im- 
mediately maturing  foreign  obligations  estimated  at  more  than  half 
the  entire  gold  reserve  of  the  reporting  banks. ^ Obligations  matur- 
ing January  1 amounted  to  some  530  millions,  including  an  80-mil- 
lion-dollar  loan  of  the  city  of  New  York.  This  crisis  was  met  by  a 
show  of  willingness  to  export  gold,  and  an  actual  exportation  of 
nearly  105  millions,  most  of  which  went  to  Canada,  where  the  Rank 
of  England  had  established  a branch.  The  net  loss  of  gold  in  the  last 
five  months  of  the  year  was  $81,720,000,  a small  return  flow  having 
begun  before  the  end  of  the  vear.  The  exchanges,  which  had  gone 
strongly  against  this  country  in  the  first  rush  of  liquidation,  had 
come  back  to  normal  before  the  end  of  the  year,  and  subsequently 
ran  in  our  favor.  The  remainder  of  the  period  of  neutrality  brought 
the  LTnited  States  a net  gain  in  gold  of  a})proximately  one  billion 
dollars.  The  avoidance  of  an  actual  default  in  the  critical  first  ])eriod 
no  doubt  helped  New  York  greatly  toward  assuming  its  indicated 
role  of  center  to  which  foreign  countries  looked  for  loans;  though  the 
permanent  enabling  circumstance  was  the  enormous  ex])ort  trade 
balance  which  soon  set  in  and  continued  throughout  the  War. 

In  the  general  business  field,  the  first  effects  of  the  War  were  no 
less  disturbing  than  in  the  realm  of  finance.  A record  cro]i  of  wheat 
had  just  begun  to  move,  and  the  cutting  off  of  normal  markets  ])ro- 
duced  a fall  in  the  ]>rice,  instead  of  the  rise  which  war  regularly 
brings  with  it.  The  state  of  cotton  was  worse,  as  the  19Id  cro])  was 
also  the  largest  we  had  ever  raised,  and  the  countries  which  had 

^ See  Noyes,  The  War  Period  of  American  Finance,  p]).  82—8.5,  also  State- 
ments of  Comptroller  of  the  Currency , Treasury  Report,  1911*,  j).  5.39. 
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taken  three-fourths  of  our  previous  exports  were  now  at  war.®  The 
price  fell  from  $62.50  ])er  bale  at  the  end  of  July  to  $36.25  in  De- 
cember, and  the  Government  was  driven  to  sj)ecial  measures  of 
treasuiy'  credit  relief,  while  citizens  at  large  were  urged  to  “buy  a 
bale  of  cotton”  as  a public-spirited  measure  of  support.  Prices  of 
other  commodities  fell — steel  and  steel  manufactures,  copper,  meats, 
and  oil.  Steel  production  fell  to  30  per  cent  of  cajjacity,  and  stood  at 
50  per  cent  in  January,  1915,  while  the  Lnited  States  Steel  Cor- 
poration was  not  earning  the  interest  on  its  bonds.  Unemployment 
continued  a problem  through  the  first  half  of  1915.  First  exjjecta- 
tions  of  war  j)rofits  were  ap])arently  disappointed,  and  few  observers 
at  the  end  of  1914  could  have  confidently  predicted  the  prosperity 
which  was  on  the  point  of  materializing. 

The  effect  of  this  ])rosperity  on  domestic  jjroduction  and  income  is 
seen  in  the  figures  of  the  National  Bureau  of  Economic  Research, 
already  cited. ^ The  effect  on  our  international  balance  of  commodity 
trade  is  seen  in  the  following  table.®  This  must  be  interpreted  in  the 
light  of  the  fact  that  our  normal  debit  balance  in  the  “invisible 
items”  was  j)robably  cut  in  half  after  the  outbreak  of  the  War,  with 
the  result  that  there  is  probably  not  much  more  than  three-quarters 
of  a billion  of  inyisible  del)its  to  be  deducted  from  the  export  credit 
shown  for  the  whole  three-year  period,  1915— IT.  It  seems  probable 
that  the  ])eriod  of  neutrality  yielded  a net  gain  in  foreign  trade  of 
between  4l/h  and  5 billions,  and  that  this  substantially  canceled  our 
preyious  net  debt. 


Year  ending 
June  30 

191 4. 

1915 

1916 

1917 


Excexs  of 
commodif!/  exports 

$ 470,653,000 

1.094.419.000 

2.135.600.000 

3.630.481.000 


A comparison  of  these  two  tables  yields  ])lausible  ground  for  a 
conclusion  of  great  interest  and  significance.  It  is  a fair  assumption 
that  the  main  precijiitating  cause  of  our  general  pros]ierity  in  the 
neutrality  ])eriod  was  the  increase  of  our  ex})orts,  as  shown  in  the 

® Sec  Noyes,  op.  cit.,  ])]).  64-65,  also  67,  68,  94,  96,  for  data  on  otlicr  com- 
modities mcntiojicd  below. 

■'  See  )).  8 .above. 

® Bogart,  JVar  Costs  and  Their  Financing,  p.  59. 
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trade  balance.  But  the  resulting  increase  in  national  income  was  sev- 
eral times  as  large  as  the  excess  of  exports.  A'aluing  this  excess  in 
1913  dollars  would  reduce  it  to  ap{)roximately  billions.  But  tbe  ex- 
cess of  national  income  for  the  same  period  above  the  1914?  rate  was 
111/2  billions  (averaging  the  results  of  the  two  methods  of  estimate). 
Allowing  for  increased  })opulation  by  figuring  the  excess  income 
above  the  1914?  rate  per  capita  gives  smaller  results,  averaging  9.9 
billions  by  the  two  methods  of  estimate.  Other  adjustments  miglit  be 
made,  but  are  hardly  justified  by  the  nature  of  the  })roblem.  It  ap- 
pears that  the  additional  goods  we  sent  to  Euro})e  were  not  a sub- 
traction from  home  production,  but  added  to  it  so  much  that  they 
left  a remainder  larger  than  before,  by  more  than  the  amount  taken 
away.  It  is  not  orthodox  arithmetic  to  take  one  from  ten  and  leave 
eleven  and  one-half,  but  it  seems  to  be  possible  economics,  if  the  ten 
represents  income  at  the  worst  point  of  a de})ression,  and  the  one  is  a 
new  “effective  demand”  for  goods.  The  great  elasticity  of  a nation’s 
])roductive  system  is  one  of  the  basic  facts  in  tlie  economics  of  war. 

The  corresponding  elasticity  of  the  credit  system  is,  of  course,  an 
essential  enabling  cause.  Without  it,  extra  sales  of  goods  abroad, 
made  on  a credit  basis  as  most  of  these  were,  would  reduce  the  imme- 
diate dollar  buying  power  of  those  from  whom  the  credit  came,l)y  the 
same  amount  that  they  added  to  the  buying  power  of  tlie  ]^roducers 
and  exporters  of  the  goods;  and  the  increased  effective  demand  for 
some  things  would  be  balanced  by  decreased  effective  demand  for 
others.  But  an  elastic  credit  system  works  differently.  Our  excess  of 
ex])orts  in  this  ])eriod  was  paid  for  l)y  net  gold  imports  of  something 
over  900  millions,  by  loans  of  about  2.9  billions,  and  by  imports  of 
securities  amounting  apparently  to  about  1.5  billions  at  ]>ar.®  With- 

® Ibid.,  p.  143,  gives  a table  of  net  gold  movements,  as  follows: 


He  also  gives  a table  of  loans  floated  in  tbe  United  States,  ])ji.  (37-68;  and 
estimates  of  American  securities  held  abroad  at  various  dates,  made  by  I..  F. 
Force,  with  bis  own  conclusion  as  to  the  amount  remaining  on  July  31,  1917. 
If  Force’s  earlier  estimate  of  American  securities  held  abroad  is  correct,  we 


August  1— December  3 1 , 1914 
January  1— December  31,  191. 5 
.Tanuary  1-December  31,  1916 
January  1-Deccmber  31,  1917 
January  1-December  31,  1918 
.Tanuary  1-Deccmber  31,  1919 


$ 81.719.000  loss 
429, .529,000  gain 

529.952.000  gain 

181.542.000  gain 

21.102.000  gain 

46.543.000  loss 
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out  presuming  absolute  accuracy  in  these  estimates,  it  is  evident  that 
our  excess  of  exjjorts  was  financed  largely  by  credit  extended  by  our 
financial  institutions,  tending  to  expand  our  credit  structure. 

Another  essential  feature  in  the  cumulative  piling-up  of  pros- 
perity was  the  fact  that  demand  was  created  for  extraordinary  addi- 
tions to  j)roductive  ecpiipment.  Steel  was  needed,  not  only  for  muni- 
tions to  be  exported,  but  even  more  for  buildings  and  plant  with 
which  to  make  them,  and  for  increased  capacity  in  the  steel-making 
industry  itself,  with  which  to  make  both  the  goods  for  export  and 
the  plants  to  make  them,  also  the  increased  amounts  of  goods  which 
prosperity  enabled  home  consumers  to  buy,  and  the  increases  in 
j)lant  capacity  which  these  demands  called  forth.  Thus  the  effects  of 
the  war  demand  were  cumulative  in  multiple  fashion,  virtually  up 
to  the  limits  set  by  capacity  to  expand  in  those  industries  on  which 
the  resultant  increase  in  demand  was  most  sharply  concentrated. 

The  first  impetus  came  from  orders  placed  b}'  the  belligerent 
countries  for  shrapnel  and  bars  for  their  manufacture,  for  machine 
tools  and  wire;  and  the  ultimate  result  of  these  and  other  orders  was 
a striking  increase  in  the  capacity  of  American  steel  plants  in  1915 
and  1916.  Pig  iron  production  in  1916  was  27  per  cent  above  the 
level  of  1913,  and  70  }>er  cent  above  191d.  In  1917  and  1918  it  actu- 
ally declined  slightly.  Output  of  steel  ingots  and  castings  in  1916  was 
36%  per  cent  above  1913,  while  1917  showed  a slightly  larger  out- 
])ut  and  1918  a slightly  smaller  one.  In  tin  production,  the  American 
Smelting  and  Refining  Company  step])ed  into  the  gaj)  left  by  the 
cutting  off  of  the  German  product,  and  in  1915  built  a large  plant 
at  Perth  Amboy,  which  in  1918  made  16,800,000  lbs.  of  tin,  other 
American  ])roduction  being  negligible.  The  duPont  Company  in- 
creased its  facilities  for  making  military  powder  from  half  a million 
pounds  per  month  to  nearly  thirty  million  ])ounds,  dui'ing  the  pe- 
riod of  neutrality.  In  coal-tar  dyes  and  optical  glass,  formerly  im- 
ported from  Germany,  virtuallv  new  industries  were  created.’^  In 

were  already  a creditor  nation  on  a considerable  scale  at  tlie  moment  of  our 
entry  into  tlie  War.  If  Paish’s  earlier  estimate  (cited  above)  is  correct,  there 
is  some  doubt  whether  we  had  fully  canceled  our  net  debt.  In  any  case,  our 
net  debt  was  substantially  wiped  out. 

’’See  Bernard  M.  Baruch,  Avierican  Industrij  in  the  Jf'ar,  j)p.  0,  11-13, 
42. 
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short,  it  ap])ears  that  in  steel,  tin,  and  probably  other  basic  indus- 
tries, the  neutrality-boom  furnished  the  country,  in  advance  of  its 
own  belligerency,  with  the  bulk  of  the  increased  plant  capacity  of 
which  actual  use  was  made  in  fighting  the  War. 

Figures  are  not  available  to  measure  the  total  amount  of  this  type 
of  investment.  In  general,  if  our  advances  to  Europe,  wliich  were 
used  to  buy  war  materials  from  us,  are  counted  as  savings,  our  total 
savings  increased  during  the  neutrality  period  by  considerably  more 
than  the  amount  of  these  advances  to  belligerents,  while  still  leaving 
an  enlarged  margin  for  consumption.  Some  of  this  increased  war- 
service  plant  was,  of  course,  actually  j)aid  for  out  of  the  profits  of 
the  export  trade  in  war  supplies  during  this  period — how  much, 
there  are  a<iain  no  fio'ures  available  to  determine.  But  what  seems 
clear  is  that  this  added  plant  came  out  of  the  increased  national  pro- 
ductivity, largely  traceable  to  the  stimulus  afforded  by  this  export 
trade,  and  not  out  of  national  abstinence  in  the  sense  of  decreased 
consumption. 

If  we  take  as  our  point  of  departure,  not  the  depressed  condition 
of  1911,  but  an  assumed  normal  representing  an  estimated  average 
of  1913  and  the  first  seven  months  of  191-1,  and  if  we  deflate  savings 
by  a price  index  of  costs  of  construction,  a rough  estimate  indicates 
that  savings  during  the  neutrality  period  were  in  excess  of  the  as- 
sumed normal  by  approximately  the  amount  of  our  (deflated)  ex- 
cess of  international  credits  during  this  period.®  If  Friday’s  estimate 
of  savings  is  correct,  the  excess  during  neutrality  was  much  greater 
than  this.  In  other  words  we  were  able  to  lend  Euro}>e  our  products 
(in  effect),  to  restore  our  flow  of  home  investments  to  a satisfactory 
normal  level  (or  possibly  more)  and  in  any  case  to  a level  far  above 
that  of  1911,  and  to  have  more  left  for  consumption  than  ever  be- 
fore, even  on  a per  capita  basis.® 

® Estimates  of  savings  are  based  on  the  National  Bureau  of  Economic  Re- 
search estimate  of  business  savings,  plus  Friday’s  estimate  of  personal  sav- 
ings. Savings  are  credited  to  the  first  seven  months  of  191  t at  a rate  20  per 
eent  greater  than  the  last  five  months.  Such  an  estimate  is  of  the  most  uncer- 
tain sort,  hinging  as  it  does  on  the  margin  of  difference  between  two  quanti- 
ties, each  of  which  is  an  estimate  liable  to  a large  degree  of  error. 

® Based  on  total  expenditures  (other  than  for  war  jnirposes)  as  estimated 
in  Incovie  in  the  United  States,  p.  336,  deflated  and  reduced  to  a per  capita 
basis. 
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Sliipping  losses  during  neutrality  were  not  heavy  enough  to  have 
a material  effect  on  the  total  picture  of  prosperity — twenty-one 
ships  totaling  79,56^2  gross  tons/®  Against  these  losses  the  system 
of  government  war-risk  insui’ance  was  inaugurated,  which  was  suc- 
cessfully carried  through  the  period  of  our  active  belligerency,  on  a 
self-sustaining  basis. 

As  to  how  this  prosperity  was  divided  among  different  groups  of 
the  population,  testimony  is  not  clear  on  all  points.  Over  half  the 
gain  came  in  factory  industries,  which  received  twice  their  pro  rata 
share,  while  mining  received  just  short  of  its  pro  rata  share,  and 
agriculture  a little  less  than  two-thirds.  Unclassified  industries — the 
largest  aggregate — received  just  less  than  half  their  pro  rata  share 
of  the  increase. Real  wages  increased  moderately,  but  the  share  go- 
ing to  entrepreneurs  and  projierty  owners  showed  an  increase  about 
21/2  times  as  great  in  absolute  terms,  and  of  course  more  in  relative 
terms,  increasing  from  4-1  per  cent  to  48  per  cent  of  the  total  (this 
includes  the  labor  income  of  cntre])reneurs,  which  forms  a large  part 
of  the  total  in  the  case  of  agriculture,  where  “entrepreneurs”  furnish 
the  bulk  of  the  labor).  But  the  bulk  of  the  increase  in  entrepreneur 
and  pro])erty  income  was  absorbed  by  increases  in  business  savings ; 
so  that  the  remainder  available  for  jiersonal  savings  and  consump- 
tion increased  less  than  wages. 

Prices  rose  during  this  period,  but  by  onlv  a small  fraction  of  the 
ultimate  war  inflation.  In  191b,  wholesale  prices  had  risen  27  per 
cent  above  the  1913  level,  and  retail  prices  of  goods  entering  into  the 
cost  of  living,  a])])arentlv  about  10  per  cent.  Unlike  otlier  booms,  this 
one  was  marked  bv  tlie  loss  of  most  of  our  annual  net  n;ain  from  im- 
migration:  a fact  wliich  mav  ])lausiblv  claim  some  part  of  the  credit 
for  the  increase  in  real  wages.  While  the  resulting  slackening  of  the 
rate  of  growth  of  the  total  ]io])idation  was  not  large,  the  immigrant 
quotas  contribute  dispro])ortionatelv  to  the  ranks  of  wage-earners; 
and  file  shrinkage  in  new  arrivals  mav  be  resj)onsible  for  a slight  ob- 
served decrease  in  the  percentage  of  gainfullv  emploved  in  the  total 
])0])ulation.  It  also  reduced  the  element  of  unadjusted  aliens  whose 
waiies  ai’e  naturallv  below  the  avei’atre. 

United  States  Slii])])itig  Foard.  Annual  Report,  1910,  )).  .‘17. 

Based  on  estimates  of  net  value  ))vodnet  in  191.3  dollars,  converted  into 
})erecntage  increases  of  191(5  above  191.3.  See  Income  in  the  Vnited  States, 
p.  2f5. 
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In  estimating  the  service  of  economic  preparedness  which  the 
period  of  our  neutralit}'  rendered  to  the  subsequent  period  of  our 
jjarticipation,  not  the  least  important  element  was  the  mental  pre- 
paredness: the  lessons  learned  from  the  European  ex})erience.  ^Ve 
acquired  a resj^ect  for  the  power  of  the  Teutonic  militaiT  machine,  a 
sense  of  the  seriousness  of  the  effort  to  be  required  of  us,  and  a chance 
to  train  our  troops  in  the  methods  of  trench  warfare  rather  than  solely 
from  our  obsolete  })re-war  manuals,  based  mainly  on  o{)en-order 
fighting.  We  also  learned  that  modern  war  is  the  organized  mobiliza- 
tion of  all  the  economic  resources  of  a nation ; and  were  ready  to 
apply  what  were  for  us  unprecedented  measures  of  control;  while 
leaders  of  industry,  in  turn,  were  ready  to  submit  and  to  cooperate 
to  an  extent  well-nigh  incredible  in  the  light  of  our  indiyidualistic 
])repossessions.  The  successful  resort  to  conq)ulsory  military  service, 
the  control  of  prices,  restriction  of  consumption  and  of  industrial 
uses  of  essential  materials:  all  gained  immeasurably  from  this  ])eriod 
of  ])reparation.  Clumsy  as  were  our  efforts  in  some  of  these  fields, 
there  was  yastly  less  waste,  futility,  and  confusion  than  we  must 
otherwise  have  suffered. 


CHAPTER  III 


THE  PERIOD  OF  AMERICAN  BELLIGERENCY 

No  adequate  and  ordered  picture  of  America’s  greatest  economic  ef- 
fort has  yet  been  drawn,  and  it  may  be  that  none  is  possible  of  such 
a many-sided  and  chaotic  series  of  happenings.  This  preliminary 
survey  will  deal  with  the  main  outlines  only,  leaving  details  for  later 
chajiters. 

The  actual  war  expenditures  of  our  Federal  Government  have 
been  officially  estimated  by  the  method  of  subtracting  from  the  total 
budget  an  amount  assumed  to  represent  normal  peace-time  ex- 
penses. This  introduces  an  element  of  somewhat  arbitrary  estimate 
at  the  start,  but  is  probably  the  best  that  can  be  done.  The  earliest 
estimate,  that  of  Col.  Leonard  Avres,  is  $21,850,000,000  through 
April,  1919,  after  deducting  $1,650,000,000  as  normal  expenses  for 
this  period.’^  The  first  official  treasury  estimate  is  approximately  24 
billions  to  June  30,  1920,  deducting  $3,750,000,000  as  normal  ex- 
penses during  the  314  fiscal  years  covered.^  To  this  is  to  be  added 
loans  to  our  Allies,  amounting  to  about  91/2  billions,  making  a grand 
total  of  33I/2  billion  dollars.  This  includes,  be  it  noted,  $1,768,000,- 
000  of  interest  on  our  domestic  debt,  which  is  not  a clear  outlay  from 
the  standpoint  of  the  nation  as  an  economic  unit,  though  a proper 
part  of  the  picture  of  government  finances.  Expenses  representing 
social  outlays  of  goods  and  services  are  estimated  below  at  something 
over  31  billions,  while  State,  local,  and  private  outlays  bring  the  to- 
tal up  to  32  billions.® 

Of  the  fiscal  outlays,  $10,703,000,000  was  raised  by  taxes  in  ex- 
cess of  the  estimated  xiormal  budget  of  revenues  and  expenses,  and 
the  remainder,  or  some  23  billions,^  by  loans.  The  war  debt  reached 

^ 2'he  War  with  Germany,  Washington,  Government  Printing  Office,  1919. 

^ Secretary  of  tlie  Treasury,  Anmial  Report  for  1920,  ]ip.  104—106. 

® See  Clia])ter  VII,  jip.  112—113,  below,  also  Chapter  \'III. 

* A.  later  summary  would  jilace  the  actual  increase  of  net  debt  above  June 
30,  1916,  at  22,957  millions  to  June  30,  1920,  or  23.248  millions  to  .Tune  30, 
1919,  approximately  its  highest  ]ioint.  Pased  on  table,  annual  rejiort  of  the 
Secretary  of  tlie  Treasury  for  1927,  ]>.  616.  The  actual  jieak  came  August 
30.  1919,  at  24I/2  billions,  but  this  was  reduced  some  400  millions  the  next 
month  by  the  help  of  the  (juarterly  income-tax  rcccij)ts. 


THE  PERIOD  OF  AMERICAN  BELLIGERENCY 


31 


its  peak  in  August,  1919,  at  a figure  of  approximately  2-1 V2  billions, 
but  this  was  materially  reduced  during  1920.® 

If  the  loans  to  our  Allies  be  deducted  from  the  borrowings  at  home, 
net  borrowings  to  June  30,  1920,  would  be  reduced  to  some  13VL>  bil- 
lions, while  total  taxes,  without  deducting  “normal”  j)eace-time  reve- 
nues, would  amount  to  $ll!,4!53,000,000,  or  more  than  net  borrow- 
ings. This  estimate  of  net  borrowings  is,  however,  unduly  low,  as  the 
debt  settlements  involve  a material  reduction  of  the  “present  worth” 
of  our  claims  on  a compound  interest  basis.  Rut  even  allowing  for 
this,  the  LTnited  States  bore  a remarkably  large  part  of  its  war  out- 
la}'s  out  of  taxes.  The  showing  in  this  respect  was  not  nearly  so  good 
for  the  earlier  years,  owing  to  inevitable  delays  in  bringing  taxes  to 
the  point  of  actual  revenue  yield:  nevertheless  our  policy  showed  a 
commendable  appreciation  of  the  virtue  of  laying  as  much  of  the 
war  burden  as  reasonably  possible  on  the  taxpayer  at  once. 

These  expenditures  were  made,  of  course,  on  a rapidly  rising  scale 
of  ])rices,  making  the  dollar  yalues  an  exaggerated  measure  of  the 
real  outlaj’s  of  economic  resources.  This  inflation  was  in  itself  one  of 
the  heavy  costs  of  the  War;  and  much  administrative  effort  was 
spent  in  the  attempt  to  minimize  the  resulting  injustices,  though 
nothing  could  completely  remove  them.  One  of  the  more  specific  fis- 
cal effects  of  inflation  is  frequently  a disproportion  between  the  real 
yalues  borrowed  and  those  ultimately  repaid.  A government  which 
borrows  at  war  prices  and  repays  at  much-reduced  ]ieace  prices  is 
the  loser  in  a fiscal  sense  by  paying  back  a larger  purchasing  ]iower 
than  it  borrowed ; while  a government  which  allows  the  maximum 
war-time  depreciation  of  the  currencA^  to  persist  or  even  to  increase, 
may  escape  part  of  its  debt  burden  in  this  way.  The  burden,  of 
course,  is  not  one  that  rests  finally  on  the  goyernment  as  such,  but 
is  passed  on  to  the  taxpayers. 

In  the  case  of  the  Lhiited  States,  the  peak  of  prices  came  in  1920, 
the  year  in  which  the  first  reductions  of  the  debt  were  made.  Prices 
remained  a]>proximately  stable  from  1922  to  1928  at  levels  interme- 

® The  condition  at  the  end  of  tlie  fiscal  year  1919  was  approximately:  net 
war  borrowings,  231,4  billions;  net  pre-war  debt,  1 billion;  “general  fund 
balance,”  1^4  billions;  gross  debt,  251/2  billions.  This  “general  fund  balance” 
is  more  tlian  1 billion  in  excess  of  the  levels  of  191(5  and  of  192-1—27.  In  other 
words,  of  the  maximum  gross  debt,  over  1 billion  was  painlessly  retired  by 
the  mere  shrinkage  of  the  war-swollen  “general  fund  balance.” 
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diate  between  the  pre-war  level  of  1913  and  the  highest  point 
reached  during  the  War.®  This  period  of  qualified  stability  was  fol- 
lowed by  a heavy  fall  in  1929-31,  for  which  final  indexes  are  not  yet 
available. 

Thus  future  “normal”  levels  are  ])eculiarly  uncertain,  making  it 
impossible  to  estimate  closely  the  gain  or  loss  on  war  borrowings  re- 
sulting from  changes  in  the  value  of  the  dollar.  The  difficulty  is  in- 
creased by  the  fact  that  wholesale  ])rices  and  consumers’  costs  of 
living  have  been  radically  different  in  their  movements.  Wholesale 
])rices  rose  higher  and  far  more  ])romptly,  and  then  declined  faster 
and  farther.  A rough  calculation,  taking  1913  price  levels  as  100, 
indicates  that  in  terms  of  wholesale  ])rices  we  borrowed,  on  the  aver- 
age, a 52-cent  dollar  and  have  been  repaying  a 63-cent  dollar ; while 
in  terms  of  costs  of  living  we  borrowed  a 66%-cent  dollar  and  have 
been  rej)aying  a 59-cent  dollar.  The  first  figure  would  indicate  a loss 
to  taxpayers  of  al)out  one  billion  dollars  of  1913  value,  the  second, 
a gain  of  about  three-fourths  of  a I)illion.  Tlie  recent  fall  in  prices 
has  ap])arentlv  widened  this  discrc])ancv,  but  that  is  likely  to  be 
temporary.  It  has  not  so  far  affected  the  relation  between  the  values 
of  dollars  borrowed  and  dollars  repaid,  for  the  simple  reason  that  we 
have  sto])])ed  reducing  our  debt. 

AVhich  tyj)e  of  index  is  more  pertinent  to  this  problem?  From  the 
stand{)oint  of  the  burden  on  the  ultimate  tax]5ayer,  the  argument  is 
in  favor  of  the  cost-of-living  type,  though  the  burden  of  business 
taxes  might  seem  to  depend  more  on  wholesale  prices.  The  safest  ver- 
dict is  that  no  definite  gain  or  loss  is  proved,  to  either  taxpavers  or 
bondholders  as  a whole.  The  ultimate  outcome  depends  on  the  future 
course  of  ]irices,  which  can  hardlv  be  predicted,  tbough  the  drop  in 
the  ])ast  two  years  argues  a lower  level  for  the  future,  which  would 
cause  future  tax]iayers  to  ]>ay,  and  bondholders  to  receive,  more 
valuable  dollars.  Rut  in  cither  case,  what  tlie  bondholder  gains,  the 
tax])ayer  will  lose,  and  X'icc  versa.  The  burden  which  can  be  increased 
or  diminished  by  ])rice  movements  is  a burden  of  fiscal  transfer.  The 
basic  cost  to  the  national  economy  as  a whole  remains  the  same: 
funds  advanced  and  spent  at  the  time  of  the  conflict,  calling  forth 
goods  and  efforts  for  the  uses  of  war  instead  of  for  the  uses  of  ]icace. 

That  the  ]m)duction  of  goods  rather  than  the  raising  of  dollars 

® 'I'liere  was  in  fact  a moderate  rise  from  1921  to  1925  and  a similar  de- 
cline thereafter,  jirior  to  the  heavy  dro])  of  1929-.‘10. 
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Avas  the  more  significant  fact  was  soon  indicated,  for  it  proved  easier 
to  expand  the  raising’  of  funds  than  the  effective  spending  of  tliem. 
And  if  it  had  not  been  for  the  running  start,  so  to  speak,  which  the 
period  of  neutralit}'  had  afforded,  this  difficulty  would  have  been 
many  times  worse.  Airplanes,  ships,  hecrvy  cannon,  and  many  other 
things  would  have  been  bought  willingly  at  almost  any  price;  but 
they  were  not  to  be  had  for  the  expenditure  of  mere  money.  They 
had  to  be  made,  and  the  price  included  making  shipyards  and  other 
mechanical  c(juipment,  training  workers,  building  houses  for  them, 
discovering  how  existing  plants  could  most  readily  be  converted  to 
the  production  of  needed  articles  or  auxiliary  parts,  and  seeing  to  it 
that  the  work  was  not  blocked  by  the  prelhnpting  of  limited  supplies 
of  basic  materials  to  less  urgent  uses.  The  mobilization  of  funds  was 
only  a means  to  the  mobilization  of  economic  resources,  and,  as  such, 
it  was  far  from  being  all-sufficient. 

What  part  of  our  national  income  was  spent  for  war.^  A “conjec- 
tural” estimate  by  the  National  Bureau  of  Economic  Research 
places  the  maximum  war  expenditure  in  the  calendar  year  1918  at 
Id. 6 billions  out  of  a total  national  income  of  62  billions  or 
per  cent.^  The  gross  treasury  figures  include  large  amounts  of  su])- 
})lies  never  used  for  war  and  ultimately  sold  at  a salvage  price.  In 
estimating  the  ultimate  cost  of  the  War,  some  deduction  must  be 
made  for  these  supplies ; but  for  the  purpose  of  gauging  the  imme- 
diate economic  effort  they  should  certainlv  be  included.  Incidental 
receipts  of  other  sorts,  however,  should  probablv  be  deducted,  as 
well  as  interest  on  the  Avar  debt.  A calculation  on  this  basis  gives  Avar 
expenses  representing  actual  national  economic  effort  at  aj)proxi- 
matel}’  16  billions  for  the  calendar  A’car  1918,  out  of  a total  national 
income  of  62  billions,  or  someAvhat  over  25  per  cent.®  While  these  are 

‘ See  Income  in  the  United  States,  II,  336.  Tl)is  estimate,  being  in  terms 
of  calendar  years,  does  not  correspond  to  the  treasury  reports  for  fiscal 
years. 

® Figures  from  annual  report  of  the  Secretary  of  the  Treasury  for  1927, 
pp.  6 t6  ff.  These  tables  lump  the  recei])ts  for  the  Avhole  ])eriod  of  the  War, 
and  allocation  Avas  made  by  the  present  Avriter  on  the  basis  of  yearly  expenses. 
Figure  for  national  income  taken  from  Income  in  the  United  States,  II,  336. 
For  purposes  of  converting  from  fiscal  to  calendar  years,  monthly  statements 
of  total  outlays  are  available,  hut  not  of  outlays  due  to  Avar,  nor  of  interest  or 
other  items  deducted.  Hence  the  approximate  character  of  the  result.  The 
later  figure,  in  The  National  Income  and  Its  Purchasing  Poic'er,  is  only  60.4 
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only  rough  approximations,  we  may  provisionally  conclude  that  the 
year  of  our  greatest  war  effort  saw  more  than  one-quarter  of  our  to- 
tal economic  resources  diverted  to  war  uses. 

The  total  diversion  of  man-power  to  war  efforts  can  only  be 
roughly  estimated.  American  j^ractice  differed  from  European  in 
that  work  ordinarily  handled  by  civilians  was  kept  almost  wholly  on 
a civilian  basis,  rather  than  ])utting  men  in  uniform  and  giving  them 
civilian  work  to  do.  Those  who  were  in  the  army  and  navy  and  sub- 
ject to  militai’}'^  discipline  were  performing  only  such  industrial  or 
economic  functions  as  are  regularly  included  in  military  or  naval 
duties  (though  these,  he  it  noted  in  passing,  are  far  from  negli- 
gible). Perhaps  the  chief  exception  to  this  rule  was  the  manning  of 
some  21/4  million  deadweight  tons  of  shipping  by  navy  crews,  repre- 
senting a probable  j)ersonnel  in  the  neighborhood  of  20,000.® 

The  maximum  number  in  the  armed  forces,  at  about  the  time  of 
the  armistice,  appears  to  have  been  between  -1.1  and  4.2  millions,  to 
which  may  be  added  those  who  had  already  lost  their  lives — probably 
not  far  short  of  100,000.  Some  2 million  soldiers  and  marines  were 
in  the  ex])editionar3"  force,  of  whom  nearly  1.4  millions  saw  actual 
front-line  service  at  one  time  or  another.  Combat  divisions  to  the 
number  of  29  served  an  average  of  46  days  each  in  quiet  and  31  in 
active  sectors.^® 

A War  Department  estimate  shows  9.4  millions  in  war  work,  in- 
cluding 7,150,000  men  and  2,250,000  women. “ This  may  be  com- 
pared with  a ])rohable  37  millions  gainfully  employed  in  1918  out- 
side the  armed  forces,  indicating  a maximum  of  about  one  in  four 
engaged  in  war  work.  W ar  workers  and  armed  forces  together  ac- 
counted, on  this  basis,  for  almost  exactly  one  in  three  of  the  total 
gainfully  em])loyed.  The  avci’age  diversion  throughout  the  war  pe- 
riod was,  of  course,  much  smaller.  Reckoning  demobilization  as  com- 
])lete  at  the  end  of  the  calendar  year  1919,  after  two  and  three- 
quarters  years  of  war,  the  armed  forces  had  absorbed  in  that  time  5 

billions,  but  tins  is  subject  to  some  upward  adjustments  for  the  present  pur- 
])ose.  (Scr  Chajiter  IX,  below.) 

® Hurley,  The  Bridge  to  France,  p.  209. 

Leonard  P.  Ayres,  The  War  icith  Germanij,  p.  ll-t. 

From  Annual  Report  of  Secretary  of  JVar,  1919;  also  cited  in  Statisti- 
cal .Ibstract,  1021,  )))).  808—809. 
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to  5Y2  niillion  man-jears  of  service/"  The  corresponding  figure  for 
civilian  work  destined  to  war  uses  nia}'  be  conjecturalh’  placed 
somewhere  in  the  general  neighborhood  of  15  to  16  million  })erson- 
years  for  the  same  ])eriod,  or  between  40  per  cent  and  45  per  cent  of 
one  year’s  total  economic  effort/® 

Including  the  armed  forces,  the  War  absorbed  probably  over  20 
million  person-years,  or  more  than  half  of  one  year’s  normal  gain- 
fully employed  man-power  for  the  counti’y  as  a whole.  In  other 
words,  it  was  as  if  war  work  of  one  sort  or  another  had  claimed  every 
“gainfully  employed”  person  for  six  months,  with  })erhaps  two 
weeks  or  more  thrown  in  for  good  measure.  This  to  maintain  a 
“spear-point”  representing  a number  of  days  in  actual  front-line 
service  equivalent  to  not  more  than  1/4  million  man-years — though 
that  is  obviously  not  a fair  way  of  representing  time  spent  in  the 
trenches. In  our  greatest  effort — the  iMeuse-Argonne  offensive — 

1.200.000  men  were  engaged,  though  ]n-obably  not  more  than 

400.000  were  in  action  at  any  one  time.  They  were  backed  up  by  3 
million  others  in  uniform  and  by  the  9 million  civilian  war  workers. 
One  must  remember  also  that  these  figures  of  time  in  active  combat 
service  end  with  the  armistice,  though  that  was  far  from  seeing  the 
end  of  the  War’s  absorption  of  man-power. 

Figure  of  5 million  computed  from  monthly  figures  published  by  War 
and  Navy  Departments,  and  rejirinted  in  the  Statistical  Abstract,  modified  in 
the  light  of  later  revised  estimates  indicating  lower  totals  for  certain  dates, 
and  in  the  light  of  surgeon-generals’  figures  of  average  numbers  in  service, 
used  as  basis  for  computing  sickness  rates.  King’s  estimate  indicates  3l/o 
million,  possibly  based  on  the  earlier  and  larger  figures;  The  Xational  In- 
come and  Its  Purchasing  Forcer,  p.  361. 

Figures  obtained  by  estimating  federal  war  expenses  representing  real 
diversion  of  goods  and  industrial  services,  dividing  by  average  employee’s 
compensation  plus  average  margin  for  other  shares  j>er  employee,  as  indi- 
cated in  studies  of  the  National  Bureau  of  Economic  Research,  and  adding 
allowance  for  entrejireneurs  actually  engaged  in  such  work. 

Based  on  Ayres’s  figures  for  division-days,  cited  above,  and  reckoning 

40.000  men  per  division.  The  standard  strength  of  an  American  division  was 
28,000,  hut  the  total  was  swollen  by  troops  not  organized  in  divisions  and 
jirohably  by  replacements,  to  such  an  extent  that  the  number  engaged  in  the 
Meuse-Argonne  offensive  is  given  as  1,200.000  though  only  twenty-nine  divi- 
sions saw  service  at  any  time.  Ayres  also  gives  figures  by  months  (p.  33),  in 
which  divisions  are  credited  with  continuous  service  from  the  time  they  first 
entered  the  lines.  These  figures  are  naturally  larger.  These  estimates  do  not 
count  naval  service,  and  are  to  that  extent  inadequate. 
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Those  from  wliom  the  War  took  a final  toll  of  all  their  power  of 
})roductive  effort  included  j)robably  at  least  170,000  dead  and  some 
54,600  ])ermanentl}"  and  totally  disabled.  The  entire  roll  of  disabled 
receiving  compensation  at  an\’  one  time  has  amounted  to  262,000, 
and  the  average  loss  of  earning  power,  as  officially  estimated,  is 
about  44  })er  cent.  The  resultant  loss  of  man-}jower  may  be  reckoned 
as  equivalent  to  that  of  over  28.5,000  persons  out  of  about  40  mil- 
lion gainfully  eni])loyed  at  the  time  of  the  \Var.  (Virtually  all  the 
service  men  were  either  gainfully  employed  or  soon  to  become  so.)^^ 
4\)  the  actual  loss  of  man-j)ower  must  be  added  the  cost  of  hospital 
care,  vocational  rehabilitation,  and  other  activities  necessary  to  pre- 
venting the  loss  of  man-])ower  from  being  even  greater.  These  bur- 
dens are  mainly  represented  by  the  expenditures  of  the  Veterans’ 
Bureau,  which,  with  “allied  expenses,”  now  total  over  half  a billion 
annually.’"  This  outlay  re])resents  a])2n’Oximately  .6  of  1 per  cent  of 
our  total  national  income,  against  a loss  of  man-power  representing 
some  .7  of  1 per  cent  of  the  total  gainfully  employed  at  the  time  of 
the  W’ar.  Figured  in  this  way,  the  burden  is  not  heavy;  and  we 
■should  be  thankful  that  as  a nation  wo  are  rich  enough,  at  so  light  a 
total  sacrifice,  to  give  the  sufferers  from  these  losses  something  ap- 
])roaching  compensation  for  the  purely  economic  dimensions  of  their 
loss. 

The  Government  offered  the  service  men  term  life  insurance  at 
rates  based  on  regular  life  tables,  urging  the  men  to  take  the  full 
amount  of  $1(),()()0,  which  most  of  them  did.  It  also  took  charge  of 
allotments  of  ])ay  for  the  benefit  of  de])endents.  Later  came  com]')en- 
sation  (independent  of  insurance)  for  dependents  of  those  who  had 
lost  their  lives,  compensation  for  disabilities  related  to  war  service, 
hos])ital  and  other  medical  care,  and  vocational  rehabilitation.  There 
have  been  shortcomings,  al)uses,  and  sore  s])ots;  but  it  seems  only 
fair  to  say  that  the  care  of  the  World  War  veterans  has  been  more 
intelligent  and  equitable  than  that  received  by  the  veterans  of  any 
of  our  previous  wars;  and  more  adequate  than  any  other  nation 

For  detailed  estimates  of  loss  of  life  and  disability  see  Chapters  XIII 
and  XIV,  below. 

President  Coolidge,  in  his  armistice-day  sjieceb,  reported  in  the  public 
press  of  November  12,  1928.  The  actual  budget  of  the  Veterans’  Bureau  for 
1927  was  192  millions  {Report  of  Secretarij  of  the  'Treasuri/  for  1927,  p. 
()17). 
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could  afford  to  make  it.  It  will  at  least  bear  successfully  the  test  of 
comparison  with  an  estimate  of  the  actual  financial  loss  which  the 
veterans  and  their  dependents  can  be  shown  to  have  suffered.^' 

In  the  meantime,  what  happened  to  the  national  output  of  eco- 
nomic (roods  and  services : the  real  income  out  of  which  the  costs  of 

O 

war  had  to  be  defraved.^  The  testimony  is  not  altogether  clear;  but 
one  fact  stands  out  unmistakably.  Economists  and  others  liad  pre- 
dicted that  the  withdrawal  of  millions  of  men  from  production  would 
necessarilv  cause  something  like  a pro])ortionate  shrinkage  in  na- 
tional out])ut;  but  in  fact,  nothing  of  the  sort  occurred.  Indexes  of 
phvsical  production  show  for  the  most  ])art  an  actual  increase  for 
the  period  of  the  War,  as  com])ared  to  1916;  though  one  shows  a 
decrease  for  1919.  Of  the  two  estimates  of  national  income  comj^iled 
h}’  the  National  Bureau  of  Economic  Research,  one  shows  a slight 
increase  in  191T  and  a slightly  greater  decrease  in  1918  as  coni})ared 
to  1916;  while  the  other  shows  a steadv  decrease,  but  less  than  in 
proportion  to  the  numbers  of  persons  taken  into  war  service.^® 

As  between  these  two  tvpes  of  measure,  figures  of  national  income 
are  probably  entitled  to  the  greater  weight,  as  indexes  of  phvsical 
production  emphasize  those  forms  of  product  which  were  regarded 
as  essential,  and  omit  just  those  varieties  of  services  on  which  the 
W ar  made  the  greatest  inroads.^®  The  most  probable  conclusion 
seems  to  be  that  the  national  output  of  goods  and  services  showed  no 
very  significant  change  in  191T  and  1918,  and  declined  moderately 
in  1919;  the  whole  amount  for  the  war  period  standing  slightlv  be- 
low the  1916  level,  but  decidedlv  above  that  of  anv  previous  vear, 
even  on  a per  capita  basis.  The  war  economv  seems  to  have  been 
slightly  less  productive  than  the  peak  year  of  the  neutrality 
economv,  a fact  which  may  be  discounted  by  the  likelihood  that  the 
1916  pace  could  not  have  been  maintained  in  the  face  of  the  unre- 
stricted submarine  warfare.  And  the  war  economy  was  decidedly 

See  Chapter  XIV,  below. 

Data  taken  from  Income  in  the  United  States,  II,  23  I,  338.  Production 
indexes  are  tliose  of  Day  (Review  of  Economic  Statistics,  1921).  and  tliat 
used  by  M.  A.  Copeland  (Recent  Economic  Changes,  Cbajiter  XII). 

On  the  other  band,  the  treatment  of  taxes  and  ])ublic  expenditures  in 
the  studies  of  the  National  Bureau  seems  to  give  ground  for  a slight  adjust- 
ment upward  for  the  war  years,  for  the  jmrposes  of  the  jwesent  analysis. 
This  matter  will  be  gone  into  in  more  detail  in  a later  chapter  (Chapter  IX). 
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more  productive  than  the  average  of  the  whole  neutrality  period; 
and  more  than  any  previous  peace-time  economy. 

In  the  first  place,  the  men  taken  into  war  service  were  not  a clear 
loss,  since  new  workers  entered  the  ranks  of  industry  in  numbers 
sufficient  to  neutralize  well  over  half  the  withdrawals.^®  LTnemploy- 
nient  shrank  to  a minimum  and  work  in  essential  industries  went  on 
at  high  pressure  and  with  long  hours.  On  the  other  hand,  workers 
were  unskilled  in  the  new  ju'ocesses ; and  war-time  conversion  left 
much  idle  capital  adajRed  to  jjeace-time  work  only ; while  strikes, 
transportation  congestion,  “heatless  ^Mondays,”  and  shortages  of 
essential  materials,  parts,  and  equipment  introduced  many  vexatious 
delay’s.  ^Var-time  production  (except  perhajjs  in  agriculture)  was 
ahnormally  costly  in  labor  and  capital  per  unit  of  goods  turned  out; 
and  still  more  so  in  terms  of  goods  actually  delivered  in  time  to  be  of 
service  at  the  fighting  front. 

IMany  of  these  wastes  were  inseparable  from  the  character  of  a 
sudden  need  lasting  only  a short  time ; or  from  the  uncertainty  as  to 
the  size  of  the  army  that  must  be  raised,  transported,  and  supplied ; 
and  the  time  when  the  War  would  end.  Shipways  must  be  built,  even 
though  each  might  turn  out  only  a single  shij)  before  the  firing  of 
the  last  gun.  Ammunition  must  be  ready  to  ensure  a decisive  superi- 
ority in  the  1919  campaign,  even  though  the  1919  campaign  might 
never  need  to  be  fought.  Plants  which  could  not  ])roduce  entire  guns, 
mounts,  and  shells  were  assigned  to  the  production  of  })arts,  but  the 
failure  to  s3uichronize  these  meant  that  the  number  of  complete  gun 
units  at  the  time  of  the  armistice  was  far  short  of  a fair  result  for  the 
amount  of  construction  actually  acconi])lished.  Of  3,4i99  guns  re- 
ceived 1)3'  our  forces  in  F^rance,  uj)  to  the  armistice,  only  -177  were  of 

On  this  ])oint  the  latest  estimate  of  Professor  King  is  as  follows  (77ie 
National  Income  and  Its  Purchasing  Poxcer,  50).  Mis  earlier  estimate 
{Income  in  the  United  States,  II,  38)  differs  very  little  from  this,  showing 
slightly  smaller  figures  throughout,  and  a decline  in  private  business,  from 
lf)l(!  to  1917,  of  7 f,000  instead  of  the  increase  of  7(5,000  shown  below. 


Total 

Employed 

Employed 

(/a  inf  util/  e mptoijed 

by  yovernment 

by  prh'ate  business 

If)  1 (5 

.•58,()38.000 

2,085,000 

3(5,553,000 

1917 

,‘59,373,000 

2,7  11,000 

3(5.(529.000 

1918 

40,383,000 

5,210,000 

35,173,000 

1S)1<) 

■1.0,282,000 

1,012,000 

3(5,210,000 

1920 

10,008,000 

2,719,000 

37,289,000 
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American  manufacture.  However,  in  this  matter  the  reliance  on 
allied  production  for  1918  was  inevitable.  If  there  was  an  error,  it 
lav  probably  in  treating  this  as  a temporary  and  somewhat  discred- 
itable emergency  necessity,  to  he  removed  as  soon  as  })ossible  bv 
building  up  our  own  productive  capacity ; instead  of  recognizing  it 
as  a natural  and  economical  division  of  labor  to  be  made  use  of  for 
the  duration  of  the  War.  For  the  Allies  ])ossessed  the  plant  capacity 
which  had  been  necessary  to  the  quick  expansion  of  their  own  equi})- 
ment  of  guns,  and  this  was  far  greater  than  was  necessary  to  main- 
tain it  once  it  had  been  built  up.  This  excess  represented  a resource 
not  needing  to  be  diq)licated  by  the  United  States,  which  could  fur- 
nish instead  supplies  of  materials  and  other  things  needed  by  the 
Allies.  But  in  such  a situation,  failures  of  perfect  coordination  are 
only  to  be  expected. 

Other  wastes  and  dela}’s  were  due  to  failures — natural  hut  no  less 
maddening — of  the  human  factor  of  management  wlien  faced  with  a 
novel  emergency.  Building  shipyards  takes  time  necessarily,  but  five 
months  of  1917  were  lost  before  the  construction  of  the  Hog  Island 
yard  was  begun,  and  precious  months  were  spent  in  dis])utes  over  the 
proper  types  of  ships  to  build,  while  resulting  shifts  in  the  personnel 
at  the  head  of  the  Shipping  Board  caused  other  delays  wliile  the 
work  of  scrutinizing  contracts  was  done  over  again  by  new  officials. 
Ships  lay  idle  in  harbors  awaiting  orders — or  permission — to  load 
cargoes,  while  ports  were  congested  with  goods  for  export  and  the 
Government  was  slowly  being  forced  to  the  necessity  of  centralized 
and  coordinated  supervision  of  such  matters,  from  rail  shipments  to 
ship  routings.  And  we  are  told  of  baffling  conditions  at  our  French 
ports  of  debarkation,  such  as  “knockdown  houses  among  a thousand 
parts  of  which  there  was  not  a complete  house.”"^  Evidently,  with  all 
the  aid  we  received  by  way  of  “mental  preparedness”  during  the  pe- 
riod of  neutrality,  the  uncertainty  and  novelty  of  our  task  still  im- 
posed a heavy  toll. 

The  opinion  sometimes  expressed,  that  consum])tion  was  fully 
maintained  or  even  increased  during  the  War,  finds  no  adequate 
support  in  the  figures. ""  Consumption  certainly  declined  as  com- 

See  J.  Russell  Smith,  “Influence  of  the  Great  War  upon  Sliipping,”  Cnr- 
negie  Endowment  Series,  No.  9,  1919,  p.  203.  For  other  conditions  described, 
see  pp.  200-216,  227-228,  27.5-307. 

See  detailed  analysis  in  Chapter  IX,  below. 
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pared  to  1916,  and  probably  as  com])arcd  to  the  average  of  the  neu- 
trality period;  1918  being  a year  of  genuine  restriction  in  numer- 
ous directions.  The  most  that  can  be  said  is  that  it  may  not  have  been 
materially  below  the  level  of  the  whole  neutrality  period.  There  was 
enough  buying  of  silk  shirts  by  war  workers  to  create  an  impression 
of  extravagance  out  of  proportion  to  the  importance  of  such  things 
in  the  national  budget.  Not  everyone  could  be  a shipyard  worker; 
and  retrenchment  is  proverlhally  less  conspicuous  than  unusual  lav- 
ishness. 

The  aggregate  increase  in  national  income  was  not  sufficient  to 
pay  the  whole  cost  of  the  War,  or  half  of  it,  even  after  deducting 
items  constituting  transfers  rather  than  outlays  for  the  nation’s 
economy  as  a whole,  such  as  interest  on  the  war  debt,  and  allowing 
for  the  subsistence  of  those  in  the  army  and  navy.  The  War  was  not 
self-supporting  even  if  we  count  in  the  income  of  the  neutrality  pe- 
riod, especially  if  we  reckon  the  private  advances  made  to  the  allied 
coujitries  during  our  neutrality  as  a form  of  war  outlay  on  a par 
with  the  later  public  loans.  Both  must  be  reckoned  as  part  of  the 
immediate  diversion  of  resources  to  war  uses,  though  the  prospect  of 
repayment  may  remove  them  from  the  category  of  ultimate  net  costs. 

Farmers  actually  gained  during  the  War  enough  to  pay  their 
contributions  of  taxes  and  loans  and  still  increase  their  consumption. 
Wliile  all  the  other  major  classes  suffered  some  decline  in  consump- 
tion, they  did  not  therefore  all  fare  alike  in  respect  of  their  whole 
wealth,  for  some  were  receiving  increased  income  and  turning  it  into 
savings  on  a large  scale.  Wage-earners  apparently  gained  ground 
slightly  in  total  earnings,  but  their  contributions  to  war  loans  and 
taxes  probably  canceled  their  gains  and  brought  some  shrinkage  of 
consumption.  In  wage  rates  per  hour  or  per  piece  they  lost  ground; 
and  made  it  u]^  largely  by  lessened  unemi)loyment ; also  by  working 
longer  hours  or  turning  out  more  pieces.  In  that  connection  it  is 
worth  remembering  that  the  incredible  and  hitherto  unheard-of  earn- 
ings of  shipyard  riveters  were  matched  by  an  equally  incredible  mul- 
tiplication of  the  number  of  rivets  driven  in  a day’s  work,  many 
times  beyond  the  best  ])revious  performances.-® 

See  Hurley,  The  Bridge  to  France,  pp.  153-151.  In  the  early  days  of 
the  shipbuilding  drive  658  rivets  in  eight  hours  was  a record.  I.ater  the  rec- 
ord was  raised  to  5,620!  But  this  meant  resting  several  days  afterward,  so 
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Business  profits  leaped  upward,  even  above  the  19K)  level,  but  the 
greater  part  was  stopjjed  before  reaching  the  individual  recipients. 
Despite  a slight  gain  in  1917,  they  received  less  real  purchasing 
power  during  the  War  than  during  neutrality."*  Corporate  net  in- 
comes reached  unheard-of  heights  in  1917,  standing  at  nearly  three 
times  their  pre-war  level  (without  allowance  for  rising  prices).  Then 
they  receded  under  the  impact  of  wai’-taxation,  and  for  the  next  two 
3’ears  maintained  a level  })ossihly  30  per  cent  higher  in  real  purchas- 
ing power  than  that  of  1913.“®  Increasing  proportions  were  retained 
as  surplus,  interest-disbursements  shrank  in  buying  jmwer,  while 
dividends  on  common  stocks  in  19K)  and  1917  were  about  60  per 
cent  above  their  ])re-war  real  value.  For  the  whole  period,  1916-19, 
common  stock  dividends  ran  about  43  }>er  cent  above  their  pre-war 
level  in  real  buying  power."®  For  the  security-holding  class  as  a 
whole,  the  war-time  personal-income  taxes  more  than  absorbed  these 
gains. 

In  agriculture,  a declining  number  of  workers  managed  to  main- 
tain a normal  rate  of  phvsical  output  relative  to  the  total  })opulation 
of  the  country;  and  sold  it  at  prices  which  gave  them  a substantial 
increase  in  real  purchasing  power."'  While  in  other  industries  the 
bulk  of  the  war  ])rofits  were  kept  in  the  business  as  corporate  surplus 
or  other  forms  of  business  savings ; in  agriculture  such  savings  ap- 
pear to  have  suffered  an  actual  decline. 

The  greatest  flow  of  added  workers  was  into  manufactures,  where 
numbers  increased  greatlv’  in  1916  and  moderatelv  in  the  following 
years.  Playsical  outjnit,  however,  did  not  increase  after  1916,  and 
actually  declined  from  1917  to  1919,  rising  in  1920  for  the  first  time 

exliansting  was  the  effort.  Earnings  of  $50  to  $100  per  day  per  “team”  were 
recorded,  but  were  not  common. 

Based  on  table  in  King’s  The  National  Income  and  Its  Purchasing 
Poxver,  p.  112.  Income  from  agriculture,  government,  and  miscellaneous 
sources  was  deducted  from  the  total  to  find  business  income  jiroper.  The  re- 
sult is:  for  the  three  years  1914—16,  28,398  millions  of  1913  dollars;  for  the 
three  years  1917-19,  26,777  millions  of  1913  dollars.  There  seems  little  ])os- 
sibility  that  errors  in  the  estimates  would  falsify  the  conclusion  drawn  above. 

See  ibid.,  p.  278,  for  income  figures.  The  choice  of  a deflating  index  is 
capable  of  making  the  result  vary  almost  anywhere  from  22  per  cent  to  36 
jicr  cent  because  wholesale  prices  rose  so  much  faster  than  costs  of  living. 

Ibid.,  p.  1 93. 

Cf.  Chapters  IX— XI,  below,  for  fuller  analysis. 
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to  a figure  above  that  of  1916.  Output  per  worker  increased  in  1916, 
but  declined  quite  materially  in  1917  and  1918 — an  evidence  that 
war-time  production  was  more  than  ordinarily  costly  in  terms  of  eco- 
nomic effort. 

One  reason  for  this  may  be  found  in  a list  of  war-time  conversions 
of  industries  to  the  production  of  unfamiliar  things,  in  wliich  both 
workers  and  employers  would  naturally  have  much  to  learn,  and 
many  delays  would  naturally  be  experienced.  Automobile  plants 
were  turned  to  making  airplanes,  “Eagle”  boats,  and  tanks.  Even 
such  a conversion  as  the  development  of  the  “liberty  motor”  involved 
delays  and  readjustments.  Parts  for  these  motors  were  made  by 
vacuum-cleaner  plants  and  many  others.  Piano-makers  made  air- 
plane wings ; ])rinting-machine  makers  turned  to  making  fuses,  and 
computing-machine  makers  to  assembling  them.  IMakers  of  carpets 
made  blankets  and  duck;  makers  of  refrigerators  made  field  hospital 
tables ; makers  of  horseshoes  made  trench  ])icks ; makers  of  toys  made 
packing  boxes ; makers  of  radiators  made  big  guns ; makers  of  bottle 
caps  made  machine-gun  mounts.  IMakers  of  fish  rods  found  their 
war-opportunity  in  flagstaff’s,  portable  wireless  masts,  and  other  va- 
rieties of  jointed  poles;  makers  of  stoves,  in  grenades  and  trench 
bombs ; makers  of  corsets,  in  medical  corps  belts  and  fencing  masks ; 
makers  of  gears,  in  gunsights ; makers  of  rublier  and  canvas,  in  gas- 
masks ; makers  of  ladies’  waists,  in  signal  flags.  Even  makers  of  pipe 
organs  found  their  niche. 

These  conversions  were  not  wholly  voluntary,  as  many  of  the 
original  jiroducts  were  classed  as  “nonessential”  and  suffered  cur- 
tailment of  essential  siqiplies  such  as  steel  and  coal.  The  result  was 
tliat  sucli  jn-oducers  besieged  the  Washington  authorities  to  know 
what  they  miglit  do  to  bo  saved : what  essential  jiroduct  they  could 
find  to  keep  their  jilants  and  workers  occupied.  jMany  of  the  conver- 
sions are  far  from  obvious  and  show  considerable  ingenuity;  serving 
to  reduce  one  of  the  natural  wastes  of  war — the  letting  of  contracts 
to  persons  having  no  plants  or  knowledge  suitable  to  filling  them. 
Conversion  was,  however,  far  from  complete,  and  many  industries 
suffered  heavy  curtailment.  Immber  production  and  road-making 

See  Baruch,  American  Industri)  in  the  War,  L nited  States  ar  Indus- 
tries Board,  jip.  11  — 12,  and  Crowell  and  Wilson,  The  Giant  Hand,  pp.  59- 
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were  reduced ; and  the  building  of  cantonments  and  houses  for  sliip- 
builders  fell  far  short  of  making  good  the  decline  in  general  building 
construction.  The  war  demands  in  the  field  of  construction  and  con- 
struction materials  were  urgent  but  irregular,  creating  alternate 
pressure  and  curtailment  and  making  for  relatively  low  output  per 
worker  attached  to  the  industry.^® 

IMuch  of  the  war  j)roduction  could  not  be  supplied  by  existing 
plants  and  requii’ed  the  creation  of  new  ones,  some  of  which  hardly 
delivered  any  finished  products  before  the  armistice.  The  building  of 
shipyards  was  still  not  fullv  completed  at  the  time  of  the  armistice. 
At  our  entry  into  the  War  this  country  was  already  actively  expand- 
ing its  fleet.  It  had  61  yards  with  142  ways  for  steel  vessels  and  73 
wavs  for  wood;  about  100  of  the  steel-vessel  ways  having  navy  hulls 
on  them,  and  the  rest  being  occupied  by  vessels  later  requisitioned  by 
the  United  States  Shipbuilding  Corporation.  At  the  armistice  we 
had  341  yards  “})ractically  completed,”  with  1,284  ways.  E.  E.  Day 
reckons  the  number  of  wavs  then  available  for  the  program  of  the 
Shipbuilding  Coiq^oration  at  398  for  steel  ships  and  418  for  wood.^“ 
Shi})vard  workers  were  raised  from  50,000  to  350,000;  Congress  ap- 
pro])i’iated  $75,000,000  for  a housing  program  to  take  care  of 
28,863  workers,  and  millions  more  for  facilities  to  transport  workers 
to  and  from  their  work.  As  i\lr.  Hurley  says:  ‘Tt  cost  the  nation  at 
least  three  hundred  million  dollars  to  teach  350,000  men  and  130 
new  managements  to  build  ships. To  the  date  of  the  armistice  these 

See  Clarkson,  Industrial  America  and  the  World  War,  pp.  422. 

“The  American  Merchant  Fleet,”  Quar.  Jour,  of  Econ.,  XXXIV,  583, 
August,  1920. 

The  above  facts  taken  from  Hurley,  The  Bridge  to  France,  pp.  60,  171, 
180,  181-186.  See  also  pp.  77,  80.  Total  appropriations  for  tlie  shipbuilcling 
program  to  December  31,  1918,  were  as  follows  (given  in  Day’s  article,  cited 
above) : 


Requisitioned  ships 
Contract  sliips 
Plant  and  property 
Housing  . . . . 

Transportation 

Dry  docks  and  marine  railways 
Foreign  shipyard  construction  . 


$ 415,000,000 
1,823,788,500 


177,000,000 

75.000. 000 

20.000. 000 
59,662,500 
55,000,000 


Total  , 


$2,625,151,000 
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facilities  had  delivered  to  the  Emergency  Fleet  Corporation  some 
480  ships  totaling  2,750,000  deadweight  tons,  two-thirds  of  which 
was  requisitioned  tonnage.®^  The  steel  ways,  of  which  some  42  were 
available  at  the  start  and  398  at  the  armistice,  had  turned  out  ap- 
proximately 390  vessels,  two-thirds  of  them  requisitioned.  Of  these, 
150  were  in  various  stages  of  construction  at  the  time  of  the  August 
requisition  order,  leaving  240  as  the  number  begun  and  finished  un- 
der the  Shipbuilding  Corporation.  Wooden  construction  Avas  slower, 
only  about  90  ships  being  turned  out,  all  on  contract.  Four  times  as 
much  tonnage  was  finished  after  the  armistice  as  before,  and  half  the 
ex})editionary  force  had  still  to  be  moved  in  British  vessels.®®  This 
last  fact  is,  to  be  sure,  somewhat  misleading,  as  our  army’s  cargo 
fleet,  which  Avas  several  times  as  large  as  the  transport  fleet,  Avas 
mostly  American. 

This  disajipointing  outcome  Avas  in  part  inevitable  and  in  part  due 
to  delays  Avhich  seem  unnecessary  and  even  blamcAvorthy  if  blame  can 
be  attached  to  the  efforts  and  cross-purposes  of  conscientious  men 
trying  earnestly  to  perform  an  unfamiliar  duty.®"*  It  is  in  part,  no 
doubt,  to  be  Avritten  doAvn  as  an  instance  of  inefficiency  on  the  part  of 
popular  government  in  meeting  an  emergency  of  this  character. 
This  effort  is  not  therefore  to  be  judged  a failure:  it  Avas  a success, 
and  Avithout  it  the  War  could  almost  certainly  not  have  been  Avon  in 
1918,  if  at  all.  Even  the  ships  still  unbuilt  played  their  part  in  mak- 
ing  it  possible  to  dare  to  })lace  in  France  an  army  larger  than  Ave 
could  fully  equip  and  su])ply  Avith  the  vessels  then  on  the  Avater.  And 
yet  there  could  hardly  be  a more  forceful  exanq)le  of  the  lavishness 
and  inevitable  Avaste — if  such  a term  is  permissible — Avhich  are  al- 
most insc])arable  from  meeting  a national  emergency  aaIucIi  is  inexo- 
rably sudden,  and  short,  es])ccially  in  a country  of  democratic  indi- 
vidualism. Other  exam])les  include  huge  explosiA’e  plants  and  elec- 
tric poAver  establishments,  Avhich  did  not  reach  effective  production 
by  the  time  of  the  armistice. 

Tlie  industrial  mobilization  carried  Avith  it  considerable  geo- 
graphical moA'ements,  chiefly  to  the  industrial  scctioirs  of  the  north 

See  Stalisfical  Abstract  of  the  United  States,  1920,  p.  372.  for  flgure.s 
of  numbers  of  vessels.  For  tonnage,  see  E.  R.  Day’s  artiele,  “Tlie  American 
Mereli.'int  Fleet,”  Qiiar.  Jonr.  of  Econ.,  XXXIV,  583. 

See  Ayres,  The  JVar  with  (iennani/,  ])p.  H-t3,  cf.  also  p]).  1 lG-1  t7. 

®"‘  See  J.  Russell  Smith,  op.  cit.,  pp.  275-307. 
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and  east.  Cities  like  Bridge})ort,  Connecticut — a center  of  munitions 
manufacture — and  towns  near  the  new  slii})yards,  grew  ra])idly  in 
population,  while  the  curtailment  of  new  residential  construction 
created  a heavy  housing  shortage.  Negroes  moved  to  northern  cities 
in  large  numbers,  creating  difficult  problems  in  the  field  of  social  and 
political  relations  as  well  as  in  real  estate  values.  Unlike  many  of  the 
war  movements,  this  one  appears  to  have  l)een  ])ermanent.  ^Vomen 
entered  war  work  in  manufactures  in  numbers  estimated  at  I ]A  mil- 
lions; while  the  War  Department  has  estimated  millions  as  en- 
ffaired  in  all  forms  of  war  work.  But,  in  manufactures  at  least,  hv  far 
the  greater  part — some  estimates  place  it  as  high  as  95  per  cent — 
came  from  other  gainful  occupations,  so  that  it  is  doubtful  if  the 
percentage  of  women  emplo^-ed  outside  the  home  rose  materially 
above  normal,  exce})t  ])ossibly  at  the  height  of  the  war  effort.®®  Thus, 
while  there  were  problems  of  adjustment  resulting  from  women  liv- 
ing in  new  communities,  and  problems  of  health  and  fatigue  result- 
ing from  engaging  in  unfamiliar  work,  there  was  no  problem  of  mil- 
lions taken  from  the  home,  as  in  some  of  the  European  belligerents. 

Our  export  trade  balance,  in  dollar  values,  increased  during  our 
belligerency  beyond  even  the  neutrality  level,  averaging  well  over  3 
billions  })er  vear.  The  true  balance  of  exchange,  however,  was  com- 
plicated by  unprecedented  elements.  Our  purchases  abroad  for  the 
army  and  our  bill  for  services  rendered  by  French  railways  and 
other  agencies  constituted  a new  form  of  “invisible  ini})orts”  of  huge 
dimensions : 2,375  millions  in  1919.  We  further  shipped  vast  amounts 
of  supplies  abroad  for  the  ex])editionarv  force  which  were  not 
counted  in  the  trade  figures ; but  large  quantities  of  which  were  sold 
after  the  armistice  and  thus  became  a form  of  deferred  ex])orts, 
roughly  canceling  the  claims  then  outstanding  against  us  on  ac- 
count of  the  expeditionary  force  abroad.®®  In  the  aggregate,  our  9VL’ 
billions  of  war  loans  to  our  Allies  probably  constitutes  a moderate 
overstatement  of  the  extent  to  which  we  became  a creditor  nation 
during  this  period,  even  without  writing  down  the  value  of  those 
loans  to  the  discounted  worth  of  the  payments  called  for  bv  the  pres- 
ent debt  settlements.  This  sum  represents,  not  a literal  “profit”  made 

See  “War-time  Industrial  Employment  of  Women  in  the  United 
States,”  Jour,  of  Pol.  Econ.,  XXVII,  639  ft'.,  October,  1919. 

®®  See  Animal  Report,  War  Department,  1920,  p.  69. 
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out  of  the  War,  but  a residue  of  realizable  assets,  paid  for  bv  effort 
and  abstinence  during  hostilities  and  remaining  as  a credit  to  future 
generations,  if  they  can  collect  it  in  a form  which  realW  makes  them 
richer — a matter  about  which  there  is  some  doubt.  In  any  case  it  is  a 
fiscal  asset  to  the  Government.  The  original  loans  represented  a sur- 
})lus  of  production  over  consum])tion  but  not  of  gains  above  social 
costs  or  sacrifices.  And,  of  course,  for  the  economy  of  the  world  as  a 
wliole,  the  result  is  not  a surplus  of  an}"  sort ; but  a debt  of  other  na- 
tions to  us  for  goods  consumed  in  a process  which,  unlike  investment 
of  capital  in  j^roductive  assets,  left  them  poorer  than  before  and  not 
richer. 

In  the  meantime,  many  things  were  happening  which  did  not  enter 
directly  into  the  statistics  of  production  and  consumption,  but  which 
bore  on  them  directly  or  indirectly,  or  affected  the  background  of 
public  opinion,  social  attitudes,  and  human  relations  which  go  so  far 
toward  determining  the  quality  of  living.  In  the  first  place,  the  pub- 
lic interest  in  methods  of  production  brought  something  new  into 
American  economic  life,  making  what  bids  fair  to  be  a permanent 
contribution  to  technical  metliods,  and  to  the  industrial  organization 
and  the  social-political  arrangements  by  which  they  are  influenced. 
The  War  gave  an  enormous  impetus  to  the  movement  toward  stand- 
ardization and  “simplified  ])ractice,”  and  to  the  interchange  of  in- 
formation between  producers  wherebv  each  mav  become  aware  of  his 
weak  ])oints  and  strengthen  them,  thus  raising  tlie  efficiency  of  the 
whole.  The  reduction  of  the  numlier  of  sizes,  shapes,  and  types  of  all 
sorts  of  ])roducts  and  ])arts  resulted  in  economizing  essential  mate- 
rials when  the  worth  of  such  economy  was  more  than  could  be  meas- 
ured in  money. 

The  movement  thus  brought  into  the  limelight  has  continued,  ably 
furthered  by  Mi*.  Hoover  in  Ids  term  as  Secretary  of  Commerce,  and 
seems  to  liave  apjirovcd  itself  by  the  more  ordinary  and  ]iermanent 
standards  of  economy  a])])ropriate  to  times  of  peace.  Fewer  sizes  in 
larger  lots  are  both  chea])er  to  produce  and  save  the  idle  inventory 
which  results  from  the  necessity  of  kecjiing  many  sizes  in  stock.  Sec- 
retarv  IMcAdoo’s  standardized  locomotives,  judged  as  a war  meas- 
ure, ])robably  were  not  worth  the  delay  involved  in  developing  the 
])lans,  and  the  system  has  not  subsequently  made  its  way  against  the 
demand  of  different  roads  for  engines  more  ])i*ecisely  suited  to  their 

See  nariioli,  American  Indusfrji  in  the  War,  especially  pp.  61-G!),  99. 
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vai'ious  individual  conditions  of  traffic  and  grades;  but  other  forms 
of  the  practice  have  proved  of  permanent  worth. 

In  the  realm  of  consumption  the  War  gave  us  the  short  skirt — 
originally  a measure  to  economize  dress  goods — and  a deal  of  semi- 
voluntary food-saving,  coupled  with  a very  valuable  course  of  edu- 
cation in  the  science  of  food  values.  No  very  substantial  percentage 
reduction  was  brought  about  in  our  consum])tion  of  food,  but  such 
savings  as  were  made  were  of  importance  to  Euro})e.  In  most 
branches  of  consumption,  however,  the  most  effective  control  was  via 
production ; through  rationing  supplies  of  coal  and  essential  mate- 
rials. 

Labor  had  its  part  in  the  whole  task  of  economic  mobilization, 
constituting  a story  the  parts  of  which  have  not  yet  been  brought  to- 
gether, and  which  is  too  large  to  be  even  outlined  here.  From  the 
standpoint  of  the  nation  one  of  the  chief  problems  was  to  keep  labor 
at  work,  avoiding  strikes,  and  substituting  for  them  a controlled  la- 
bor market  with  systems  of  adjudication  to  give  labor  the  increased 
money  wages  which  sini})le  justice  required,  as  an  offset  to  increased 
costs  of  living.  Another  problem  was  to  fill  the  gaps  made  bv  mili- 
tarv  service,  increasing  the  supplv  of  qualified  workers  where  in- 
creases were  needed  and  as  rapidlv  as  possible,  and  removing  all 
working  rules  and  restrictions  which  might  limit  output. 

Labor,  as  represented  bv  the  American  Federation,  loyally  su])- 
ported  the  War  and  would  do  nothing  to  obstruct  the  necessities  of 
the  war  program.  Government,  in  turn,  was  eager  to  see  labor  as 
completely  organized  as  })ossible,  so  long  as  the  unions  were  loval, 
since  organized  labor  could  be  so  much  more  easilv  dealt  with.  Union 
membership  thus  enjoved  a mushroom  growth,  with  the  active  sup- 
port of  the  Government.  In  the  west,  the  Ixyval  Legion  of  liOggers 
and  lAimbermen  was  formed  as  a war-su])porting  organization  in  a 
field  where  the  strength  of  the  I.W.AV.  element  had  led  to  fears  of 
serious  trouble  if  not  of  systematic  sabotage.  I^abor  made  some 
gains,  but  there  was  no  general  or  concerted  labor  “])rofiteering.”  I.a- 
bor  was  not  unaware  of  what  it  was  asked  to  give  uj),  espcciallv  the  use 
of  that  standard  wea])on — the  strike — which  would  in  all  ordinarv 
likelihood  prove  necessary  to  kee])  real  wages  from  shrinking  disas- 
trously as  prices  rose.  Labor  was  also  asked  to  abandon  restrictions 
on  output  and  to  see  highly  skilled  fields  invaded  bv  large  numbers 
of  new  workers  who  had  attempted  to  condense  into  a few  weeks  of 
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intensive  schooling  the  training  formerly  gained  by  a full-length 
apprenticeship.  In  the  ultimate  outcome,  this  does  not  seem  to  have 
weakened  materially  the  position  of  skilled  labor. 

Strikes  did  not  disa}>pear,  thougli  they  were  less  serious  than  in 
Great  Britain’s  early  war  effort.  Labor  adjustment  boards  were  kept 
busy  in  efforts  to  com^mse  differences,  and  with  fair  success.  There 
was  fairly  wides2)read  adoption  of  the  principle  of  adjusting  money 
wages  to  changing  money  costs  of  living;  implying  a sublime  faith 
that  industry  would  be  ])roductive  enough  to  make  such  a standard 
])ossible  by  ])roducing  all  the  war  supplies  and  the  customary  con- 
sum])tion  of  labor  in  addition ! Or  perha})s  it  was  merely  a refusal  to 
see  or  to  admit  that  the  maintenance  of  real  wages  depended  on  the 
maintenance  of  such  an  exacting  standard  of  physical  output.  In 
shi]jbuilding  the  effort  was  to  set  wages  high  enough  to  afford  amply 
strong  attractions,  and  to  attempt  to  make  the  same  wages  standard 
in  all  jjlants,  and  prevent  further  competitive  bidding  for  men.  One 
object  of  this  was  that  labor  might  have  no  reason  for  spending  time 
in  drifting  from  ]ilant  to  ])lant  looking  for  the  highest  wages  the 
market  aff  orded ; but  could  be  assured  that  it  was  getting  as  much 
wherever  it  might  be  as  it  could  get  anywhere  else.  This  was  not  the 
only  instance  during  the  War  of  the  })rinciple  that  more  pay  was 
likely  to  call  forth  less  work  rather  than  more.  Patriotic  appeals  had 
also  to  be  made  to  war  workers  not  to  lay  off  to  s})end  their  unaccus- 
tomed surplus  at  the  “movies”  or  other  amusements. 

As  we  have  seen,  there  was  a large  growth  in  the  membership  of 
labor  organizations,  and  part  of  this  has  since  been  maintained. 
Total  membership  of  unions  had  remained  virtually  stationary  from 
1904  to  1909  at  about  2 million,  had  grown  to  2.7  million  in  1914,  to 
2.8  million  in  1916,  and  reached  its  peak  in  1920  at  over  5 million. 

1928  it  had  fallen  to  3,780,000.®® 

The  general  course  of  wages  has  been  mentioned.  As  between  dif- 
ferent groups,  unskilled  labor  a})])ears  to  have  gained  on  skilled  la- 
bor; ])ossibly  under  the  inffuence  of  the  cost-of-living  figures  which 
were  used  in  wage  adjustments  to  such  a large  extent,  or  jiossibly  on 
account  of  the  “dilution”  of  skilled  labor  with  the  ])roducts  of  a 

figures  from  Wolnifui:  Grorefh  of  American  Trade  Unions,  1880-1923, 
]).  Tliis  is  iH>rliai)s  tlie  best  study  in  a field  where  the  oifieial  inemhership 
figures  are  notoriouslv  unreliable. 

c?  • 
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hasty  trade-school  training.®®  One  instance  of  this  shift  in  relative 
adjustment  may  he  of  significance.  Under  the  F'ederal  Railroad  Ad- 
ministration, revisions  of  wages  and  salaries  were  definitel}’  on  the 
principle  of  reducing  differentials  between  highest  and  lowest  re- 
wards. The  higher  salary  scales  suffered  an  absolute  decline  in  dol- 
lars, and  of  course  a still  greater  decline  in  purchasing  })ower;  while 
the  lowest-paid  workers  received  the  greatest  increases.  One  index  of 
this  movement  is  the  relative  earnings  of  trainmen  and  of  otlier  rail- 
way wageworkers.  In  1909  trainmen’s  earnings  were  81  per  cent 
above  those  of  other  railway  workers,  and  for  the  })oriod  1909-17 
the}'  averaged  86  per  cent  above.  In  1918  trainmen’s  earnings,  in 
dollars  of  constant  purchasing  power,  rose  very  slightly,  but  real 
wages  of  other  railway  workers  rose  80  per  cent,  and  the  trainmen 
now  earned  only  41^  per  cent  more  than  the  others.  That  this  differ- 
ential was  abnormally  low  is  attested  by  the  fact  that  since  then  it 
has  increased  in  every  year  but  one,  and  b}’  1927  it  was  back  above 
82  per  cent,  the  preliminary  figure  for  1928  showing  82.8  per  cent. 

Another  gauge  of  the  same  bit  of  wage-historv  is  as  follows.  From 
1909  to  1917,  inclusive,  earnings  of  ‘'other  railway  workers”  fol- 
lowed those  of  factory  operatives  with  surprising  closeness,  averag- 
ing a trifle  over  1 per  cent  higher.  In  1918  thev  were  nearlv  24  per 
cent  higher;  from  1918  to  1922,  inclusive,  they  averaged  14%  per 
cent  higher;  and  from  1924  on  they  have  gone  back  to  the  old 
ecpiality,  though  the  real  earnings  of  both  groups  have  risen  over  25 
per  cent."*® 

What  does  this  prove?  It  may  perhaps  be  taken  to  illustrate  the 
force  of  supply  and  demand  tending  to  restore  a normal  wage-rela- 
tionship after  it  has  been  arbitrarily  disturbed.  Rut  it  is  worth  not- 
ing that  the  readjustment  took  place  mainlv  through  a rise  in  the 
real  earnings  of  the  groups  which  had  been  left  behind,  and  only  to 
a slight  extent  by  a fall  in  the  real  earnings  of  the  group  which  re- 
ceived the  special  increase.  A readjustment  which  had  to  be  wholly 
downward  might  have  encountered  greater  resistance. 

Other  developments  having  a bearing  on  labor  included  the  armv 
trade  tests  and  intelligence  tests,  which  were  undoubtedlv  significant 
steps  in  the  development  of  these  two  tv’pes  of  testing.  Revond  this 

Cf.  Recent  Economic  Changes,  p.  438. 

For  figures  affording  material  for  this  analysis,  see  news-lnilletin,  Na- 
tional Bureau  of  Economic  Research,  February  10,  1929. 
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very  general  fact,  the  effect  of  tliese  developments  can  hardly  be  ap- 
praised at  present.  The  revelation  that  the  average  drafted  man  was 
not  mentally  adult  (after  the  preconceived  standards  of  the  test- 
makers)  has  not  }'et  led  to  the  overt  abandonment  of  democracy ; but 
has  it  had  no  effect.^  The  relation  between  occupations  and  intelli- 
gence-quotients is  not  only  of  much  general  interest,  but  seems  to 
have  some  hearing  on  the  fact  that  this  is  the  “age  of  the  expert”  as 
well  as  on  the  type  of  radicalism  which  looks  to  placing  the  control 
of  industry  in  the  hands  of  manual  workers.  May  one  refer  also  to 
the  rej)orted  fact  that  the  highest  group  of  all  in  intelligence- 
quotients  were  the  “conscientious  objectors”  in  Leavenworth  Prison? 

The  War  also  j)layed  its  j)art  in  the  progress  of  studies  of 
workers’  budgets  for  purposes  of  determining  reasonable  compensa- 
tion. The  Department  of  Labor,  in  seeking  standards  of  compensa- 
tion for  federal  cmplovees,  developed  budgets  which,  naturallv, 
broke  all  jirevious  records  for  dollar  magnitude.  The  result  was  to 
direct  increased  attention  to  the  fact,  which  such  studies  have  always 
brought  out,  that  it  seemed  hopeless  to  expect  to  fix  wages  which 
would  give  everyone  as  much  as  the  indicated  standard  of  fair  sub- 
sistence. One  immediate  result  was  an  agitation  for  a “family  allow- 
ance” system  of  jjaying  wages,  such  as  has  been  tried  in  France.  It 
seems  at  least  possible  that  another  result  was  to  strengthen  the  re- 
sistance of  wages  to  post-war  deflation  and  thus  to  bring  about  an 
increase  in  their  purchasing  power  which  might  have  been  impos- 
sible by  any  other  method. 

One  of  the  costs  of  war  consists  in  the  interruption  of  education, 
and  the  Woidd  War  in  America  was  no  exception.  Yet  there  was  no 
general  depo])ulation  of  our  institutions  of  higher  learning,  but 
rathe]’,  so  far  as  numbers  are  concerned,  only  a slight  setback  in  the 
midst  of  an  amazingly  rapid  growth.  From  1916  to  1918,  male  col- 
lege students  fell  off  from  152,860  to  131,271,  or  18,589,  while  fe- 
male  students  increased  15,255,  leaving  a net  decline  of  only  3,33-i. 
Male  graduate  students  fell  off”  hv  2,718.  The  real  effect  of  the  War 
is  more  than  these  figures  indicate,  however,  as  the  normal  growth  in 
male  students  during  these  two  years  may  he  estimated  at  about 
18,000.  The  War  ])robahly  interru])ted  or  postponed  the  education 
of  over  40,000  male  students  in  all  divisions  of  the  higher  institu- 
tions. ]\Iany  of  these  returned ; the  college  enrolments  showing  the 
effects  in  1920,  the  graduate  schools  not  till  1922  (the  figures  being 
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published  biennially)  The  more  serious  effect  was  })robably  quali- 
tative, consisting  in  interrupted  habits  of  study;  the  delay  costing 
many  students  a very  real  reduction  in  the  benefits  tbev  were  able  to 
get  from  their  post])oncd  education.  Possibly  these  men  needed  a 
special  and  different  tyqje  of  training:  one  which  the  colleges  and 
universities  were  not  in  a position,  at  a moment’s  notice,  to  furnish. 
The  decline  in  numbers  of  graduate  students  stood  for  a tcm{)orary 
but  very  real  deterioration  in  the  quality  of  university-trained  in- 
structors which  the  colleges  were  able  to  secure  in  the  ])ost-war  vears 
in  response  to  their  rapidly  increasing  demands. 

Not  least  among  the  War’s  incidental  contributions  to  our  eco- 
nomic life  is  its  contribution  to  the  coming-in  of  nation-wide  prohibi- 
tion. This  was  introduced  as  a war  measure  and  perpetuated  bv  the 
Eighteenth  Amendment.  It  might,  of  course,  have  come  ultimately  in 
aii}^  case;  but  the  War  at  least  hastened  its  coming.  Needless  to  say, 
its  ultimate  effects  are  too  contradictory  and  uncertain  to  be  even 
estimated  in  a study  which  attem})ts  to  deal  with  reasonably  well- 
demonstrated  facts.  During  the  war  and  immediate  ])ost-war  ])e- 
riod,  it  was  working  at  its  best,  as  shown  in  a notable  decrease  in 
deaths  from  alcoholism  and  in  other  related  statistics.  During  this 
period,  it  was  undoubtedly  an  economic  success.  As  to  the  subsequent 
balance  sheet,  no  attempt  will  be  made  here  to  draw  it  up.  l^ltimate 
success  or  failure  rests  with  the  future. 

Such,  in  the  broadest  outlines,  was  the  story  of  our  partici})ation 
in  the  World  War:  a story  of  great  efforts,  great  wastes,  and  great 
achievements.  The  costs  did  not  end  with  the  sio-ninf;  of  the  armi- 
stice,  nor  with  the  comjiletion  of  military  demobilization ; some  of 
them  are  still  far  in  the  future.  Indeed,  the  true  nature  and  weight 
of  many  of  the  accounts  are  only  to  be  seen  by  a study  of  the  ])eriod 
of  post-war  readjustment;  to  which,  therefore,  we  may  next  turn. 

Figures  taken  from  Statistical  Abstract  of  the  United  States. 


CHAPTEll  IV 

THE  AFTERMATH  OF  WAR 

The  demobilization  of  the  armed  forces  was  substantially  complete 
before  the  end  of  1919,  but  industry  was  still  in  a disturbed  state 
which  lasted  through  the  post-war  boom  of  1920  and  the  crisis  and 
major  depression  of  1921.  All  this  may  be  thought  of  as  the  period 
of  immediate  post-war  disturbance  and  readjustment.  With  1922 
begins  a totally  different  period:  one  of  unprecedented  and  sus- 
tained prosperity,  all  the  more  outstanding  in  contrast  to  the  im- 
poverished state  of  the  rest  of  the  world.  This  came  to  a violent  end 
in  the  depression  of  1929-30,  a recession  as  deep  as  that  of  1921  and 
one  which  bids  fair  to  be  more  prolonged.  To  what  extent,  if  at  all, 
were  tliis  jii’osperity  and  this  suljsequent  depression  due  to  the  War 
or  to  forces  which  the  War  set  in  motion.^  To  this  question,  of  course, 
no  exact  and  certain  answer  can  be  given ; and  therefore  no  exact 
and  certain  balance  sheet  of  the  ultimate  economic  effects  of  the  War 
can  be  drawn  up.  ISIany  features  of  sucli  a balance  sheet  can,  how- 
ever, be  set  down ; and  with  regard  to  others,  the  chief  question  is 
often  not  so  much  the  size  of  the  items  as  the  degree  of  responsibility 
which  should  be  assigned  to  the  War  as  a cause.  In  these  matters  we 
must  l)e  content  to  go  merely  as  far  as  the  means  at  hand  jmrmit. 

So  far  as  government  was  concerned,  getting  back  to  normal 
consisted  mainly  of  disbanding  the  armed  forces,  closing  up  war  con- 
tracts, and  disposing  of  surplus  supplies  or — in  the  case  of  perma- 
nent ]u-oductive  assets  which  could  best  be  kept  in  ]nil)lic  hands — 
providing  for  their  future  administration.  There  was  also  the  war- 
time system  of  economic  controls  to  be  disbanded,  and  the  revenue 
system  to  be  ]Hit  on  its  post-war  basis.  Rut  these  were  only  the  gov- 
ernmental side  of  the  much  larger  ])rocess  of  remobilizing  industry 
into  the  ways  of  ])cace.  IMen  disbanded  must  be  reabsorbed ; and  the 
canceling  of  war  contracts  meant  the  dismissal  from  civilian  war 
sei’vicc  of  many  more  workers  than  had  ever  borne  arms,  and  cor- 
res])onding  amounts  of  ca]~)ital.  IMost  of  these  workers  must  also  be 
reabsorbed — if  possiI)le  under  their  existing  cm])loyers.  Thus  the 
cnq^lovcrs  faced  a task  of  serious  magnitude,  even  a])art  from  the 
rctMiq)loving  of  disbanded  soldiers.  'Pbe  drop|)ing  of  wai'-time  con- 
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trols  was  a part  of  the  process  of  allowing  ]>rices  and  production  to 
hnd  their  levels;  while  business  faced  the  task  of  adjusting  itself  to 
these  new  levels  when  they  should  be  found,  and  meanwhile  dealt  as 
best  it  could  with  the  large  element  of  uncertainty  as  to  what  these 
levels  would  be.  Productive  ca})ital  remaining  in  public  hands  may 
he  exemplified  by  IMuscle  Shoals  and  the  new  shij)s  and  shipyards ; 
both  representing  problems  in  economic  utilization  which  are  not  yet 
fully  and  successfully  solved. 

The  general  policy  of  the  Government  was  to  demobilize  as 
rapidly  as  possible  without  obvious  waste  or  in  justice,  and  to  leave 
to  private  enterprise  the  task  of  reabsorbing  workers  and  re-forming 
the  lines  of  industry.  The  boom  of  1919—20  proved  that  private  in- 
dustry had  great  powers  of  reabsorption  and  revival,  while  the  de- 
pression of  1921  showed  that  such  a great  and  ra]hd  remohilization 
was  attended  by  grave  economic  dangers.  It  remains  a doubtful 
question  whether  the  retention  of  a larger  amount  of  public  su])cr- 
vision  would  have  brought  about  a more  desirable  result.  It  might 
have  been  possible  to  prevent  the  great  Increase  in  prices  which  at- 
tended the  removal  of  war-time  controls,  and  which  undouhtedlv  in- 
tensified the  post-war  boom.  This  might  have  made  the  revival  both 
slower  and  smoother;  at  the  price  of  postponing  the  time  when  in- 
dustry would  stand  fully  on  its  own  feet. 

In  demobilizing  the  armed  forces  no  attempt  was  made,  as  in  Kng- 
land,  to  release  first  those  of  whose  services  industry  had  the  great- 
est need;  and  who  by  reason  of  this  fact  could  count  on  immediate 
reabsorption.  Demobilization  proceeded  by  whole  military  units; 
and  the  only  concession  to  the  problems  of  read  justment  was  to  af- 
ford individuals  whose  units  had  been  disbanded  the  ])rivilcge  of  con- 
tinuing in  service  with  other  units  if  they  so  desired.  This  privilege 
was  taken  advantage  of  by  onlv  a few.  As  was  natural,  army  demobi- 
lization began  at  home,  with  those  not  yet  sent  overseas ; and  over 
600,000  of  them  were  discharged  in  December,  1918,  before  anv 
substantial  number  of  the  expeditionary  force  had  been  retiu-ned. 
For  the  next  seven  months  an  average  of  337,000  per  month  was 
discharged,  making  a total  of  nearly  3 millions  in  eight  months.  In 
one  year  after  the  armistice,  demobilization  in  this  sense  was  almost 
complete,  with  some  3^4  millions  discharged.  During  the  same  ]ie- 
riod  the  navy  was  reduced  by  some  400,000  men  and  the  marine 
corps  by  some  50,000,  making  a total  of  approximately  3.7  millions. 
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The  army  was  now  reduced  to  some  220,000  men,  the  navy  to  some- 
thing over  125,000,  and  the  marine  corjjs  to  about  22,000. 

War  contracts  were  generally  canceled,  with  payment  for  work 
already  done  and,  in  some  cases  at  least,  allowances  for  capital  in- 
vested which  was  to  have  been  amortized  by  the  payments  from  the 
Government.  Some  contracts  had  cancellation  clauses ; others  re- 
quired negotiation  and  adjustment.  Unfinished  portions  of  War  De- 
partment contracts  suspended  at  the  time  of  the  armistice  amounted 
to  $3,834,010,000;  and  by  October  2,  1920,  $3,300,853,000  of  this 
had  been  liquidated  at  a settlement  cost  of  $437,819,000,  or  some- 
thing over  13  per  cent  of  the  full  amount  of  the  contracts  so  settled.^ 
The  navy  canceled  without  liability  contracts  to  the  amount  of 
$26,392,000,  and  adjusted  others  in  which  the  canceled  portions 
amounted  to  $46,397,000,  at  a cost  to  the  Government  of  $10,780,- 
700.  This  cost  covered  materials  and  stores  taken  over  by  the  Gov- 
ernment, ])lant  taken  over  or  amortized,  and  no-profit  prices  allowed 
on  work  in  process.^  Our  settlements  with  our  Allies  for  supplies,  ob- 
ligations on  account  of  railroad  transport,  etc.,  called  for  payments 
to  them  of  $893,716,000,  which  was  largely  canceled  b}'  sales  of  our 
projierty  abroad,  amounting  to  $822,923,000.® 

The  full  story  of  the  disposal  of  surplus  materials  is  difficult  to 
dcci])her,  in  view  of  the  different  bases  on  which  successive  state- 
ments are  made.  To  June  30,  1922,  a total  of  supplies  costing  2^ 
billions  was  rej)orted  by  the  War  Department  as  sold,  transferred 
or  withdrawn,  with  an  additional  ^4  billion  (at  cost)  remaining  on 
hand.  Goods  costing  $1,957,607,000  had  been  sold,  the  receipts 
amounting  to  $874,131,000.  This  apparently  does  not  include  the 
goods  disposed  of  abroad  for  credit.  In  addition,  the  navy  had,  from 
the  armistice  to  June  30,  1920,  received  about  $106,000,000  from 
sales,  including  $6,000,000  or  more  from  the  sale  of  miscellaneous 
small  vessels  and  airi)lanes.  In  the  fiscal  year  1920,  the  navy  sold 
goods  costing  66V2  millions  at  a ])rofit  of  3)4  millions. 

Resides  the  supplies  sold,  large  amounts  were  held  for  future  use, 
and  were  realized  upon  m this  way.  The  exact  amounts  can  only  be 
estimated,  but  there  is  at  least  one  puiqiose  for  which  such  an  esti- 
mate is  needed:  namely,  the  scrutiny  of  ]iost-war  military  and  na^al 

^ War  Dcjiartinent,  Annual  Heport  for  1020,  ]>,  19. 

- Navy  Depart ment,  Annual  Report  for  1010,  p]i.  100-101. 

® War  De])artment,  Annual  Report  for  1020,  p.  09. 
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expenditures  to  see  what  effect  the  War  has  had  on  them.  To  the  ex- 
tent that  they  were  using  up  a left-over  sur})lus  of  war  supplies,  the 
fiscal  expenses  of  these  post-war  activities  understate  the  real  con- 
sumption of  assets  chargeable  against  them,  and  correspondingly 
overstate  the  amounts  chargeable  against  the  actual  conduct  of  the 
M'orld  War.  Of  course,  if  the  problem  is  to  ascertain  the  total  cost 
chargeable  to  war  as  an  institution,  this  is  merelv  a matter  of  shift- 
iiiff  from  one  heading’  to  another  within  the  main  account  without 
affectino-  the  total  result.  And  the  same  is  true  even  from  the  stand- 

O 

point  of  finding  the  costs  specifically  traceable  to  the  World  ^Var,  in 
case  it  turns  out  that  there  is  an  increase  in  ])ost-war  military  and 
naval  expenses  which  is  properl}"  chargeable  as  an  after-effect  of  this 
particular  conflict.  Such  after-effects  are  sometimes  among  the  most 
serious  costs  of  a war. 

Besides  current  su])plies  carried  over,  there  are  the  army  canton- 
ments and  other  permanent  equipment  retained  by  the  Government 
for  military  uses.  These  may,  to  some  extent,  reduce  the  expenses 
which  would  otherwise  be  incurred  for  summer  training  camps  and 
other  military  activities;  but  of  this  there  may  be  some  doubt.  And 
on  the  whole,  it  does  not  seem  unfair  to  charge  the  whole  cost  of  these 
items  to  the  World  War  itself. 

The  largest  single  item  of  property  carried  over  consisted  of  the 
ships  and  shipbuikling  plant  of  the  Shipping  Board  and  Emergency 
Fleet  Corporation.  These  organizations  had  expended,  to  June  30, 
1921,  $3,316,100,000;  most  of  it  for  ships,  shipyards,  houses,  trans- 
portation facilities,  and  other  durable  })roductive  assets.  The  real 
economic  value  of  these  assets  carried  over  is  a doubtful  quantity; 
certainly  only  a very  small  portion  of  their  cost,  and  in  manv  cases  a 
minus  quantity.  Some  have  simply  lain  idle,  some  have  been  sold,  nnd 
some  have  been  operated  at  a loss.  In  the  treasury’s  estimate  of  war 
costs,  made  in  1927,  credit  is  given  for  Ship])ing  Board  })ropertv 
sold  and  for  the  estimated  value  of  property  remaining  in  1927, 
and  operating  deficits  are  deducted.  The  deficits  wipe  out  all  but 
$280,501,000  of  the  credits,  leaving  the  net  war  costs  on  account  of 
these  items  over  3 billions,  or  over  nine-tenths  of  the  total  expenses 
of  the  Shipping  Board  and  its  shipbuilding  company.'*  The  full 
story  of  these  operations  must  be  reserved  for  a later  chapter. 

* Report  of  Secretary  of  the  Treasury  for  1927,  p.  G43.  Cf.  more  detailed 
analysis  below,  Chapter  VII,  pp.  111—112. 
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To  sum  up,  it  apj)cars  that  not  less  than  6 billions  of  the  Govern- 
ment’s expenditures,  and  very  likely  considerably  more,  went  into 
surplus  supplies,  or  jjermanent  equipment  which  remained  after  the 
end  of  hostilities ; and  that  the  salvage  on  these  outlays,  while  large 
absolutely,  was  only  a small  fraction  of  what  had  been  spent.  Thus 
the  greater  part  of  these  outlays  must  be  charged  as  war  costs.  To 
this  should  be  added  private  capital  invested  for  war  purposes,  so 
far  as  it  was  not  amortized  out  of  the  prices  of  the  goods  produced. 
Salvage  on  these  private  investments  has  been  a matter  of  converting 
plants  to  joeace-time  uses  where  possible,  or  making  the  best  of  a dif- 
ficult situation,  as  in  the  case  of  ships  and  shipyards,  which  cannot 
be  converted  into  an}dhing  else.  The  DuPont  interests  appear  to 
have  met  remarkable  success  in  converting  a part  of  their  huge  mu- 
nitions plants  to  post-war  usefulness.  The  shipbuilding  industrv,  on 
the  other  hand,  is,  naturally  enough,  seriously  depressed. 

The  actual  reabsorption  of  the  armed  forces  appears  to  have 
taken  place  with  no  very  serious  stagnation  and  unemployment;  de- 
spite the  fact  that  government  assistance  in  this  matter  was  far  from 
commensurate  with  the  magnitude  of  the  problem.  The  Fruited 
States  I'hnployment  Service  in  the  Dej^artment  of  I.rabor  took  over 
general  responsibilitv,  cooperating  with  local  organizations;  but  was 
hampered  by  lack  of  funds,  and  was  virtually  discontinued  by  Octo- 
ber, 1919.®  Some  further  work  was  done  under  the  War  Department, 
by  the  Service  and  Information  Branch  of  the  War  Plans  Division, 
formed  in  September  of  the  same  year.  The  War  Department  also 
directly  ])laced  some  20,000  technicians. 

d’he  problem  was  that  of  turning  from  war  production  as  rapidly 
as  ])ossil)le  and  rc])lacing  it  with  a larger  volume  of  peace-time  pro- 
duction ; so  as  to  absorb  as  much  as  possible  of  the  net  increase  in  the 
army  of  ])rivate  industrv  resulting  from  the  disbanding  of  the  army 
of  war.  It  was  not  necessary,  however,  to  increase  the  volume  of  pri- 
vate employment  by  .anything  like  the  full  number  of  service  men 
discharged.  IVIany  of  these  c.ame  from  nonindustri.al  pursuits  and 
went  back  to  them  .again ; chiefly  to  resume  their  interrupted  educa- 
tions. And  many  tcm])or.ary  war  workers  left  industry  when  the 
emergency  was  over.  Wliile  this  did  not  le.ave  empty  places  to  be 
filled  (since  the  war  work  was  itself  disbanded),  it  still  reduced  by 

^ DcpartiiKMit,  Annual  Report  for  1920,  pj).  1(50— 1()7. 
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that  niucli  the  aggregate  increase  in  the  number  for  whom  })laces 
were  to  be  found  in  private  business. 

The  remainder — and  this  is  a sobering  fact — could  all  have 
joined  the  army  of  the  unemployed  without  raising  that  army  to  the 
proportions  customary  in  a major  business  de})ression.  According  to 
tlie  best  figures  available,  the  shrinkage  of  employment  from  the 
third  quarter  of  19~0  to  the  first  quarter  of  1922  amounted  to  five 
million  workers,  or  probably  nearly  twice  the  net  increase  which  in- 
dustry was  called  on  to  absorb  in  1919,  as  a result  of  the  discharge 
of  men  from  army  and  nav}'.®  In  other  words,  the  majority  of  the  ex- 
service  men  found  cnq:)loyment  in  the  })ost-war  boom,  after  which  a 
still  larger  number  were  thrown  out  of  work  in  the  subsequent  de- 
pression. 

As  to  the  causes  of  this  economic  upheaval,  or  rather  the  special 
causes  peculiar  to  it  and  marking  it  off  from  other  cycles;  one  of  the 
foremost  is  probably  the  great  rise  in  prices  following  the  termina- 
tion of  government  controls.  Such  a rise  regular!}"  induces  a su])er- 
structure  of  secondary  or  speculative  demand  on  top  of  the  primary 
demand  for  goods  for  use.  And  by  creating  profits  which  are,  in  a 
sense,  fictitious,  it  is  likely  to  induce  producers  to  expand  operations 
excessively,  creating  a sudden  and  concentrated  demand  for  equip- 
ment and  materials,  as  well  as  labor. 

Underlying  this,  the  primary  demand  itself  was  affected  by  the 
fact  that  output  of  “nonessentials”  had  been  shaiqdv  restricted, 
leaving  a gap  which  consumers  would  naturally  rush  to  fill  at  the 
earliest  oppoi-tunity.  Furthermore,  just  as  the  equipping  of  millions 
of  men  for  military  life  caused  a sudden  increased  demand  for  cloth- 
ing and  other  consumables,  in  some  cases  far  in  excess  of  the  ])revi- 
ous  annual  consumption  of  the  entire  country;  so  the  sudden  re- 
equipping of  the  same  men  for  civil  life  created,  to  a less  extent,  a 
similar  concentrated  demand  for  civilian  goods,  which  the  surplus 
army  stocks  were  not  suited  to  supply,  exce])t  in  small  part. 

Factories  reconverted  from  war  production  must  modernize  their 
former  peace-time  equipment,  while  industries  partially  sus])cnded 
must,  in  addition,  make  up  as  ra])idly  as  ])ossible  for  lost  growth.  The 
construction  industry  had  declined  until  in  1918  it  employed  oidy 

® W.  I.  King,  Emplotiment,  Hours  and  Earnings  in  Prosperih/  and  De- 
pression (Nat.  Bur.  of  Econ.  Researcli,  1923),  p.  30.  This  decline  is  partly 
seasonal,  ])erha})s  to  the  extent  of  nearly  a million. 
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47  per  cent  as  many  workers  as  in  1913,  and  there  was  a heav}'^  hous- 
ing shortage  to  be  made  upd  Reconstruction  brought  a building 
boom  which  carried  employment  in  the  construction  industries,  in 
the  third  quarter  of  1920,  virtually  back  to  the  1913  level  or  pos- 
sibly even  above  it.®  But  this  did  not  last,  even  long  enough  to  make 
good  the  initial  shortage.  The  continued  control  of  rentals,  which 
lasted  longer  than  other  forms  of  war  control,  made  it  difficult  to  se- 
cure an  adequate  return  on  the  costs  of  post-w'ar  construction ; and 
the  making  good  of  the  housing  shortage  had  to  await  the  deflation 
of  the  1920  cost  levels  and  the  relaxation  or  disappearance  of  the 
post-war  control  of  rents ; coming  about  final!}"  by  a slower  process, 
less  ex{)oscd  to  quick  reversal. 

One  contributing  cause  of  the  reconstruction  boom  was  undoubt- 
edly the  fact  that  civilian  production  revived  while  work  was  still 
going  on  on  some  of  the  war  contracts,  chiefly  the  shipbuilding  pro- 
gram, which  continued  through  1920.  Europe  also  continued  an  ur- 
gent customer,  unable  to  make  full  })ayment  in  goods,  and  therefore 
buying  on  credit.  So  far  as  the  credit  is  furnished  out  of  the  elas- 
ticity of  the  credit  system  rather  than  out  of  ultimate  personal  sav- 
ings and  so  far  as  the  credit  system  remains  safe,  such  sales  un- 
doubtedly afford  more  aggregate  stimulus  to  home  production  than 
if  ])aid  for  by  im]>orts.  The  home  ])roducer  has  the  home  demand  as 
well  as  the  foreign  demand  to  fill.  Any  ex])ansion  of  purchasing 
financed  by  ex})ansion  of  credit  has  this  stimulating  effect. 

The  effectiveness  of  these  reconstruction  demands  for  goods  rested 
on  one  condition : namely,  that  the  needs  which  have  been  mentioned 
should  be  cou])lcd  with  command  of  dollars  with  which  to  buy  the 
means  of  satisfaction — especially  in  the  case  of  the  returned  service 
men.  The  outcome  seems  to  indicate  that  ])urchasing  power  was 
forthcoming:  that  a major  ]>art  of  the  service  men  were  taken  upon 
the  ])ay  rolls  of  industry  before  their  funds  or  their  credit  were 
exhausted. 

'■J''hc  end  of  the  boom  can  be  traced  to  a number  of  causes.  The  rise 
in  ]u-iccs  could  not  go  on  forever,  and  the  unstable  ])rofits  due  to  this 

" See  Income,  in  the  United  States,  II,  38. 

” Comi);ire  fi>>urc.s  cited  above  with  King.  Emploijment , Hours  and  Earn- 
ings in  Prosperitjj  and  Depression,  )>.  30.  The  latter  ligures  are  for  jicrsons 
aetually  on  tlie  pay  rolls,  hy  (piartcrs;  tlie  former  arc  for  ])ersons  attached  to 
llie  industry,  hv  years.  lienee  the  eoin])arison  is  not  exact. 
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rise  were  destined  to  eveaporate,  and  to  be  replaced  by  losses  as  defla- 
tion set  in.  The  reequipping  of  plants  was  a movement  iidierently 
likely  to  start  off  at  a ])ace  it  could  not  maintain ; as  was  also  the  ini- 
tial reequipping  of  consumers.  Congestion  of  railways  and  other 
means  of  transportation  in  1920  set  limits  beyond  which  production 
could  not  rise  and  this,  so  far  as  expectations  had  been  ca})italizcd, 
was  calculated  to  give  rise  to  losses  tending  to  cause  a reaction.  The 
end  of  the  construction  boom  and  of  the  government  shipbuilding 
program  tended  in  the  same  direction.  Furthermore  the  railroads, 
returned  to  private  hands,  were  faced  with  the  need  of  sharp  re- 
trenchment if  they  were  to  reestablish  normal  net  earnings,  even  at 
increased  rates.  As  a result,  they  carried  out  economics  which  re- 
duced their  working  force  from  over  2 millions  to  about  1.7  millions; 
this  representing  a permanent  change  in  their  operating  methods. 
The  extreme  decline  in  railroad  enq)loyment  from  the  tliird  (juarter 
of  1920  to  the  first  quarter  of  1922  was  over  600,000  workers.®  This 
did  not  mean  a net  reduction  of  this  amount  in  the  nation’s  demand 
for  labor,  as  it  carried  with  it  a demand  for  larger  and  more  efficient 
equipment:  nevertheless,  it  was  an  element  in  the  immediate  situa- 
tion. While  the  added  equi})inent  was  being  })roduced,  and  before  the 
resulting  economies  were  realized,  employment  received  the  benefit 
on  both  accounts,  and  was  for  the  moment  abnormallv  high:  after- 
ward a reaction  was  inevitable. 

The  depression  of  1921 — the  worst  since  that  of  1907—8 — carried 
with  it  the  deflation  of  prices  and  costs  from  the  post-war  peak  to  a 
level  which  proved  to  be  fairly  stable  up  to  1929;  and  ushered  in  the 
period  of  ]>ost-war  pros})erity.  Tliis,  despite  depression  in  agricul- 
ture, coal  mining,  shipbuilding,  and  other  industries,  and  a consid- 
erable amount  of  continued  unemplovment,  has  been  the  greatest 
])rosperity  any  country  has  ever  known.  While  the  causes  of  it  are  to 
a considerable  degree  conjectural,  and  may  to  some  extent  always 
remain  so,  certain  features  are  })lain  and  others  may  be  traced  with 
reasonable  confidence. 

IVa  ges  were  not  deflated  in  the  same  proportion  as  costs  of  living, 
leaving  a slight  increase  in  real  earnings  per  worker.  The  causes  of 
this  are  undoubtedly  complex,  but  the  fact  seems  hardly  open  to 
question.  Fiinj^lo^’ers  took  advantage  of  the  bargaining  position 


® See  ibid.,  p.  30. 
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which  de2:>ression  alTorcled  to  attack  the  jjower  of  organized  labor, 
with  large  measure  of  success.  The  exjjansion  in  numbers  of  organ- 
ized workers  during  the  War  had  been  artificially  stimulated  and 
not  well  consolidated;  and  yielded  to  the  first  serious  pressure.  The 
movement  for  the  open  shojj  made  headwa^y  and  the  establishment  of 
com])any  unions  varied  from  a genuine  attemjjt  to  give  the  workers 
representation  in  industry  to  a movement  to  undermine  the  power  of 
the  more  formidable  national  organizations. 

Rut  with  all  this  went  ajijjarently  an  unwillingness  to  give  labor 
cause  to  fear  an  attack  on  its  standard  of  living.  The  very  real  fear 
of  “bolshevism”  which  was  a j^art  of  the  post-war  2JS}’chology  of  the 
return  to  “normalcy”  may  well  have  been  one  of  the  causes  of  this; 
in  which  case  it  may  be  said  to  have  had  its  redeeming  features  to 
offset  its  grimmer  manifestations  in  the  shape  of  excessive  rej^ression. 

Along  with  this  has  come  the  develoj^ment  of  a new  j^hilosojihy  of 
high  wages — new,  that  is,  as  a thing  generally  accepted  by  organ- 
ized labor  and  to  some  extent  even  b}^  emjjloyers.  This  is  the  theory 
that  wages  must  be  high  to  j:)rovide  industry  with  the  demand  for  its 
})roducts  which  is  essential  to  the  prosjDerity  of  large-scale  mass 
production.  This  theory  in  its  defensible  form  must  be  distinguished 
from  the  fallacy  which  results  from  ignoring  the  fact  that  money 
distributed  as  profits  is  sjient  for  goods,  and  sjient  just  as  much  even 
if  it  is  saved  and  invested.  This  is  true,  and  yet  the  distribution  of 
the  income  does  have  an  effect  on  the  kinds  of  goods  for  which  the 
monev  is  S])ent,  as  well  as  on  the  promptness  of  the  expenditures. 
And  the  modern  mass  production  must  be  able  to  market  its  jDrod- 
ucts  to  the  many  and  not  solely  or  chiefly  to  the  few,  or  the  whole 
basis  of  its  large  and  cheap  ])roduction  is  undermined. 

Whatever  the  cause,  money  earnings  of  wage-earners  did  not  de- 
cline as  fast  as  prices,  and  rates  of  real  earnings  increased.  And  this 
seems  to  have  been  a favorable  condition  for  the  growth  of  an  indus- 
trial ])rosperity  which  de])cndcd  in  part  on  marketing  automobiles 
and  radio  equipment  in  quantities  which  would  not  have  been  pos- 
sible unless  wage-earners  had  afforded  a material  part  of  the  market. 
Another  facilitating  cause  of  the  expansion  of  these  industries 
was  the  much-discussed  development  of  instalment  selling,  without 
which  these  ex])ensive  forms  of  durable  consumer’s  equipment  could 
not  liave  been  ])Ojndarizcd  among  tlie  more  numerous  consuming 
classes : those  with  small  or  moderate  incomes. 
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An  interesting  question,  however,  arises:  namely,  just  how  is  the 
heneficence  of  the  j)rinciple  of  high  wages  affected  when  they  are  ac- 
companied by  large  amounts  of  unem])loyment,  such  as  we  have  ex- 
perienced in  the  past  seven  years?  Such  a condition  may  be  more 
favorable  to  the  sale  of  automobiles,  radios,  and  possibly  rayon,  than 
a condition  of  lower  wages  paid  to  more  people ; but  it  is  not  easy  to 
show  that  it  is  better  for  industry  in  the  aggregate,  on  the  score  of 
wider  demand.  Whether  it  is  favorable  to  general  business  “pros- 
perity” depends  on  other  factors;  chief  of  which  are  ])robably  the 
effect  of  sustained  wages  on  ])roductivity,  and  the  ultimate  incidence 
of  unemplovment.  And  in  anv  case,  the  effect  of  the  War  on  these 
elements  in  the  situation,  beyond  the  revival  of  1922,  is  a matter  of 
sheer  conjecture. 

To  the  extent  that  existing  conditions  depend  on  prohibition  and 
on  the  drastic  restriction  of  immigration,  it  seems  fair  to  rank  the 
W ar  as  the  precipitating  cause  of  movements  which  would  otherwise 
have  been  feeling  their  way  slowly  for  at  most  a very  small  fraction 
of  the  distance  we  have  covered  at  a single  leap.  Trohihition  is 
credited  by  its  advocates  with  an  increase  in  the  output  of  labor  vari- 
ously estimated  at  5 per  cent  to  10  per  cent.  Needless  to  say,  no 
method  of  proving  the  truth  of  such  blanket  estimates  has  been 
forthcoming,  though  in  some  cases  it  is  possible  to  measure  a decline 
in  certain  specific  losses  and  wastes  fairly  definitelv  traced  to  ])revi- 
ous  habits  of  alcoholic  consumjition.  The  restriction  of  immigration 
must  be  looked  on  as  a cause  hel])ing  to  sustain  wages ; if  “economic 
laws”  have  anv  meaning.  And  the  two  facts  together  have  undoubt- 
edly  acted  as  a stimulant  to  the  movement  toward  increasing  capital 
equipment  per  worker  with  a resulting  increase  in  per  capita  out- 
put.^® This  movement  is  as  old  as  the  industrial  revolution  and  would 
in  any  case  have  continued  to  make  headwav  throughout  this  jieriod. 
so  that  only  a part  of  the  recent  shifts  can  be  attributed  to  changes 
brought  about  by  the  War.  To  isolate  this  part  with  anv  exactness 
is  a hopeless  task. 

Some  controversy  exists  among  economists  as  to  wlietlier  high  \vages  are 
truly  a cause  of  increased  employment  of  capital.  See  II.  G.  Hayes,  Amer. 
Econ.  Rev.,  Septemher,  192.3,  p.  461  ; also  C.  O.  Fisiier  and  II.  G.  Hayes  in 
the  same  journal,  December,  192.3,  pp.  564,  665.  A partial  answer  to  Hayes’s 
argument  is  indicated  by  the  present  writer  in  the  same  journal,  Septemher, 
1928,  p.  452,  footnote. 


62  COSTS  OF  WOULD  WAR  TO  AMERICAN  PEOPLE 


One  feature  of  the  post-war  situation,  however,  is  distinctly  a war 
legacy : namely,  the  balance  of  international  trade  and  indebtedness. 
Neutrality  had  wiped  out  our  previous  debt  to  Europe;  participa- 
tion saw  us  lending  far  larger  sums  to  our  Allies ; and  at  the  end  we 
were  for  the  first  time  a creditor  nation — creditor  to  about  the 
amount  of  these  government  war  loans.  At  this  time  Europe  was  in 
no  condition  to  pay  interest  on  these  borrowings,  let  alone  any  in- 
stalments of  principal.  Financially,  she  was  in  need  of  further  ad- 
vances ; commercially  and  industrially  she  was  still  in  need  of  Ameri- 
can goods  and  not  in  a position  to  export  her  own  in  payment  to 
anything  like  the  same  amount.  Hence  our  credit  balance  has  piled 
up  to  undreamed-of  heights,  making  us  the  second  greatest  creditor 
nation  in  the  world:  a creditor  to  at  least  double  the  sum  that  we 
were  in  debt  in  1913,  after  allowing  for  the  shrinkage  in  purchasing 
power  of  monetary  units.  To  the  9%  billions  of  war  advances  we 
have  apparently  added  a net  export  of  capital,  for  1919-29  inclu- 
sive, amounting  to  over  6 billions,  as  estimated  from  the  yearly  state- 
ments of  our  foreign  balance  of  jia^unents  issued  by  the  Department 
of  Commerce.  That  this  may  be  an  underestimate  is  indicated  by  the 
fact  that  our  credit  balance  on  account  of  interest  on  private  invest- 
ments of  all  sorts  amounted  in  1929  to  562  millions,  in  addition  to 
over  200  millions  of  interest  on  government  loans.  Half  a billion  of 
interest  indicates  far  more  than  6 billions  of  principal,  even  at  very 
high  rates  of  interest.  Some  of  this,  of  course,  may  have  been  accu- 
mulated during  the  period  of  neutrality.  One  estimate  places  our 
foreign  lendings  at  26  billions  and  their  annual  increase  at  2 bil- 
lions.“ This  seems  clearly  a heavy  overestimate,  even  if  it  refers  to 
the  gross  movement  without  deducting  foreign  investments  in  this 
country.  It  is  not  impossible  that  the  world’s  net  debt  to  us  amounts 
to  some  15  billions  even  after  scaling  down  the  principal  of  the  gov- 
ernmental debt  (as  the  Treasury  Department  has  done  in  its  esti- 
mate of  war  costs),  to  a present  worth  of  some  7 billions,  reached  by 
ca])italizing  the  annuities  at  a higher  interest  rate  than  the  foreign 
governments  arc  being  required  to  ])ay.^“ 

Dr.  Max  AVinklcr,  rej)orted  in  New  York  Times,  December  21,  1928. 

See.  United  States  Dc]iartinent  of  Commerce,  The  Balance  of  Interna- 
tional Bailments  of  the  United  States  in  1929.  Figures  are  given  from  1919 
on,  but  tlie  various  years  are  not  comj)arable  witli  each  otlicr,  nor  with  tlie 
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The  balance  of  trade  is  itself  becoming  more  complicated.  Perhaps 
the  outstanding  fact  is  that  with  the  growth  of  interest  pa^'inents 
due  us  from  abroad,  and  of  freights  earned  b}’  American  vessels,  our 
customary  debit  balance  in  the  “invisible  items”  has  virtually  disap- 
peared, leaving  the  balance  of  commodit}'  exports  as  almost  a clear 
net  credit.  This  balance  was  d billions  in  1919  and  nearly  3 billions 
in  1920;  while  government  loans  were  still  being  made  in  large 
amounts.  It  fell  below  2 billions  in  1921,  and  since  then  has  averaged 
something  under  600  millions.  Allowing  for  changed  j)rice  levels,  our 
merchandise  export  balance  is  smaller  than  it  was  immediately  before 
the  outbreak  of  the  War,  but  it  has  a changed  significance.  Xow,  in- 
stead of  a})proximately  canceling  our  debit  balance  in  the  “invisible 
items,”  it  represents  a progressive  accumulation  of  credits. 

It  is,  of  course,  hardly  thinkable  that  exports  of  capital  should 
forever  exceed  the  returns  in  interest.  Some  day,  barring  some  great 
catastrophe,  this  country  must  adjust  its  economy  to  the  reverse 
situation,  accompanied  by  an  excess  of  merchandise  im])orts.  The 
ultimate  effects  may  be  desirable  or  undesirable;  in  any  case,  they 
are  ap})arently  inevitable.  Even  if  we  should  make  a downward  revi- 
sion of  our  foreign  war-debt  claims,  it  could  only  delay  the  ultimate 
outcome. 

This  export  of  American  capital,  from  the  foreign  standpoint, 
takes  on  the  aspect  of  an  American  invasion  which  is  already  causing 
serious  disquietude.  Foreigners  who  accept  the  inevitable  ])rospect 
of  a continued  flow  of  ca])ital  are  nevertheless  attempting  to  draw 
distinctions  between  types  of  industry,  marking  off  some  as  being  of 
such  key  importance  that  American  control  is,  from  their  stand- 
j5oint,  a definite  evil.  Public  utilities  and  the  companies  su])])lying 
them  appear  to  be  the  chief  items  in  this  list  at  present.  Investments 
in  such  companies  in  South  America  are  felt  to  carry  with  them  a 
hold  on  an  ex])ort  market  of  special  significance.  And  the  ]iroposal 
to  limit  American  holdings  in  the  Pritish  General  Electric  Company 
aroused  some  feeling  on  both  sides  of  the  water;  as  has  also  the  Brit- 
ish Ford  Com]')any’s  voluntary  limitation  on  American  holdings  of 
voting  stock. This  is  a problem  of  which  we  have  not  heard  the 
last. 


treasury’s  statements  on  government  foreign  loans,  as  given  in  Annual  Report 
for  1927,  p.  617.  Henee  tlie  above  is  only  a rough  estimate. 

Cf.  Nezv  York  Times,  December  17,  1928.  Other  companies  mentioned 
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It  is  perhaps  significant  that  the  discussion  of  tlie  post-war  period 
has  gone  so  far  without  mentioning  the  fiscal  facts  of  continued  gov- 
ernmental expenditures  on  account  of  the  War.  These  have  not  been 
light ; but  they  are  far  from  having  dominated  the  post-war  picture. 
The  treasury’s  official  estimate  shows,  for  the  fiscal  year  1920,  ex- 
penses for  the  War  of  over  5 billions,  less  sales  of  surplus  propertv 
and  other  recei})ts.  During  the  first  half  of  this  fiscal  year  demobi- 
lization was  still  going  on  at  a heavy  rate,  mustering  out  the  last 
800,000.  Continuing  foreign  loans  and  interest  on  our  own  war  debt 
accounted  for  1,424<  million  dollars.  In  the  fiscal  year  1921  the  ex- 
penditures were  3.8  billions,  including  over  1 billion  for  interest  on 
our  war  debt  and  for  foreign  loans — the  latter  being  less  than  75 
millions.  For  subsequent  years,  no  departmental  expenses  are 
charged  to  the  War,  for  the  reason  that  it  is  considered  officially 
ended  by  the  President’s  proclamation  of  July  2,  1921 ; and  the  only 
continuing  items  carried  further  are  the  interest  on  our  debt  and 
the  expenses  of  the  Veterans’  Bureau,  plus  a small  item  under  the 
head  of  hospital  construction.  In  effect,  however,  the  Shipping 
Board’s  deficits  are  also  charged,  as  they  are  deducted  from  the  esti- 
mated value  of  its  remaining  assets  in  figuring  net  costs.  Calculated 
in  this  way,  the  total  net  costs  of  the  War  to  the  end  of  the  fiscal 
year  1927  are  35  billions,  after  deducting  7,470  millions  as  the  net 
worth  of  our  foreign  obligations  as  of  June  30,  1921.  The  continu- 
ing costs  since  1921  have  been  going  on  at  a rate  of  about  1.3  bil- 
lions per  year,  the  expense  for  care  of  veterans  increasing  as  the  in- 
terest on  the  war  debt  diminished.  The  interest  on  the  debt,  as 
already  noted,  is  not  a social  cost  in  the  same  sense  as  expenditures 
re])rescnting  services  currently  performed  or  goods  currently  con- 
sumed. The  social  cost  involved  consists  mainly  of  the  net  burdens 
involved  in  transferring  funds  from  tax])aycrs  to  bondholders  as 
com])ensation  for  “abstinence”  undergone  during  the  War ; and  the 
whole  constitutes  a difficult  problem  in  social  incidence. 

Of  course,  the  date  of  the  official  proclamation  of  peace  has  no 
necessary  connection  with  the  termination  of  the  expenses  caused  by 
the  War.  But  it  did  in  fact  coincide  with  the  subsiding  of  ordinary 
governmental  cx])enses  to  very  nearly  the  level  they  have  since  main- 

as  taking  measures  of  defense  are  the  Imperial  Airways  and  the  Canadian 
Mareoni.  Department  stores  are  mentioned  as  a field  in  which  American  in- 
vestments are  weleomed. 
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tained,  which  may  he  taken  as  the  ])ost-war  “normal.”  These  ex- 
penses, other  than  debt-retirement  items,  were  approximately  ‘Sy^ 
billions  in  the  fiscal  }’ear  19212,  and  from  192d  on  have  remained 
close  to  B billions.  Continuing  departmental  outlays  for  1922—23, 
in  excess  of  the  post-war  normal,  amount  to  a trifle  over  billion. 
This  amount  may  be  regarded  as  due  to  the  War,  combined  with  the 
inertia  with  which  public  ex})enses  oppose  any  ]>rocess  of  paring- 
down. 

The  question  still  remains  whether  this  post-war  normal  is  itself 
higher  than  it  would  otherwise  have  been,  as  an  after-effect  of  the 
IV  ar.  The  gross  amounts  in  dollars  are  obviously  much  increased. 
Deducting  the  1.3  billions  already  noted,  there  i-emains  1.7  billions 
as  com{)ared  to  ap})roximatelv  of  one  billion  in  1916.  To  judge 
whether  this  is  an  abnormal  increase  it  is  necessarv,  first,  to  deflate 
for  the  shrunken  value  of  the  ])ost-war  dollar.  Next  the  figures 
should  be  reduced  to  a per  capita  basis.  These  two  adjustments 
eliminate  most  of  the  apparent  post-war  excess.  Next  a studv  should 
be  made  of  the  })re-war  trend  of  per  capita  expenses  in  dollars  of 
constant  purchasing  power,  to  see  if  an  u])ward  trend  in  real  out- 
lays per  capita  is  to  be  regarded  as  normal;  and  if  such  a trend  is 
found,  it  should  be  j)rojected  forward  to  the  j)ost-war  years.  Finally, 
if  possible,  a study  should  be  made  of  such  real  increases  as  may  be 
found,  to  determine  whether  they  are  of  a productive  character  and 
not  to  be  regarded  as  a burden  on  our  national  economy.  It  is  quite 
conceivable  that  the  War  may  have  stimulated  the  undertaking'  of 
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some  activities  which  should  have  been  initiated  sooner ; in  which  case 
the  outlays,  though  caused  by  the  War,  should  hardly  be  charged  as 
part  of  its  costs.  Some  of  the  services  of  the  Department  of  Com- 
merce may  well  fall  in  this  category.  On  the  other  hand,  ])ost-war 
economy  may  in  other  cases  have  cramped  the  desirable  development 
of  valuable  peace-time  functions. 

The  chief  place  to  look  for  increased  real  outlays  of  an  un])roduc- 
tive  character  is,  naturally,  in  the  War  and  Xavy  De])artments.  A 
surve}"  of  the  type  outlined  above  is  made  in  a later  chapter,  and 
seems  to  indicate  that  the  real  outlays  in  these  departments  are  very 
little  above  the  ])re-war  normal  amounts  per  capita  (not  including 
the  increased  outlays  carried  by  the  recent  cruiser  bill).^''  The  War 
brought  a great  development  in  aviation,  chemical  warfare,  tanks. 
See  Chapter  VII,  below. 
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submarines,  and  other  new  devices,  all  tending  to  make  an  armed 
force  more  expensive ; but  some  part  of  this  would  have  come  in  any 
case  through  the  ordinary  course  of  technical  advance.  It  is  at  least 
possible  that  expenses  for  armed  forces  are  now  no  heavier  than  they 
would  have  been  if  the  War  had  not  occurred.  The  Washine:ton  Con- 
ference  did  not  reduce  these  expenses  below  their  pre-Avar  level,  even 
on  a basis  of  real  expense  per  capita;  but  it  did  cut  off  the  greater 
part  of  the  increase  which  would  otherwise  have  come  as  the  after- 
math  of  the  conflict.  Whether  or  not  the  War  is  ultimately  to  be 
credited  with  a genuine  decrease  in  warlike  expenses,  for  us  or  for 
the  rest  of  the  world,  rests  with  the  future  developments  of  the  stand- 
ing peace  machinery  it  has  set  in  motion. 

War  revenues  overtook  expenses  in  1920,  reaching  their  peak  in 
that  year  at  6,691  millions  and  showing  a small  surplus.  Two  years 
later  they  had  declined  to  about  4<  billions,  and  remained  thereafter 
near  that  level.  Expenses  declined  still  more,  leaving  a surplus  in 
every  year,  which  was  duly  applied  to  reduce  the  war  debt.^®  The 
surplus,  however,  is  over  and  alcove  a liberal  sinking  fund  and  other 
funds  required  by  statute  to  be  applied  to  debt  retirements,  includ- 
ing pa3mients  received  from  foreign  governments  on  the  del)ts  due 
from  them.  Thus  the  treasur}'  was  able  to  reduce  the  net  debt  8 bil- 
lions in  ten  _years,  while  the  aggregate  “surplus”  contributed  less 
than  3^4  billions.^®  While  surpluses  have  fluctuated,  retirements 
from  sinking  fund  have  increased  ])rogressively,  OAving  to  the  cumu- 
lative feature  of  the  fund.  Tlicse  ten  ^"ears  cleared  awav’  over  one- 
third  of  the  total  debt  and  reduced  interest  charges  from  1,016  mil- 
lions to  606  millions.  The  latest  treasur_v  estimate,  made  at  the  end 
of  the  fiscal  3'ear  1930,  ])laced  the  ]irobable  date  of  extinguishment 
of  the  Avar  debt  at  1949.  The  unexpcctedlv  large  deficit  recorded  in 

For  a more  detailed  treatment  of  debt  retirement,  see  below.  Chapter 
VII,  i)]).  105-108. 

Figures  from  address  by  Fender-Secretary  Mills,  covering  results  to 
.Tune  30,  1030.  For  earlier  figures  see  tables.  Report  of  Secret arji  of  the 
Treasttrij  for  1927,  ])p.  I15,  602-001.  Where  there  are  discrepancies  between 
the  tables,  the  figures  eom})iled  on  the  basis  of  daily  statements  are  to  be  ])re- 
ferred  for  our  purpose  to  those  compiled  on  the  basis  of  Avarrants  issued, 
(iross  debt  Avas  reduced  9 billions,  the  extra  billion  coming  from  the  reduc- 
tion of  the  Avar-SAvollen  “general  fund  balance”  in  1019,  before  substantial 
retirements  from  income  bad  begun.  For  details  of  debt  retirements,  see  be- 
low, Chapter  lA  I. 


THE  AFTERMATH  OF  WAR 


G7 


1931 — $903,000,000 — represents  a setback  of  about  two  years  in 
this  program,  causing  the  net  debt  to  increase  b}'  $l(j3, 000,000  in- 
stead of  decreasing  by  that  amount  or  more.  Tliis  increase  does  not 
fully  wipe  out  the  decrease  recorded  in  1930.  And  it  is  worth  noting 
that  the  tax  burdens  which  have  sustained  this  program  of  debt  re- 
duction have  not  crippled  industry — on  the  contraiT,  they  have 
coincided  with  our  greatest  period  of  j)rosperity,  and  cannot  appar- 
ently be  charged  with  any  major  share  of  res])onsibility  for  the  sub- 
sequent depression. 

The  economic  effects  of  paying  off'  a public  debt  at  a rate  of 
nearly  a billion  a year  aff'ord  in  themselves  an  interesting  held  for 
stud}'.  The  funds  naturally  seek  reinvestment,  constituting  a 
weighty  reinforcement  to  the  ordinary  ffow  of  savings.  And  while 
the  taxes  laid  to  raise  the  monev  mav  to  some  extent  have  the  effect 
of  repressing  savings  that  would  otherwise  have  been  made  bv  the 
taxpayers,  this  is  only  a partial  offset  and  very  likely  a minor  one. 
Our  continued  lendings  to  foreign  countries  have  been  large  enough 
to  absorb  at  least  the  larger  part  of  the  released  funds,  and  ])robably 
the  whole,  if  they  had  all  chosen  this  outlet.  On  the  other  hand,  our 
own  State  and  local  governments  have  also  been  increasing  their  bor- 
rowings almost  as  fast  as  the  federal  debt  has  decreased,  with  the  re- 
sult that  the  total  volume  of  governmental  debts  has  declined  little 
more  than  one  billion  in  all.”  But  however  one  mav  look  at  it,  the 
moral  certaintv  remains  that  the  supply  of  loanable  funds  was  made 
billions  larger  than  it  would  have  been  if  the  federal  debt  had  not 
been  paid  off  to  the  extent  that  it  was.  This  was  a time  of  prosperity 
when  large  savings  could  easily  be  made  and  a large  flow  might  be 
ex])ected  in  any  case.  Federal  debt  redemptions  made  it  still  larger. 
And  the  runawav  stock  market  of  1929  miffht  lofficallv  be  taken  as 

>.  O e?  « 

a svm])tom  (among  other  things)  of  a supplv  of  investable  funds 
larger  than  we  well  knew  what  to  do  with.  Thus  the  retirement  of  the 
war  debt  may  have  had  some  connection  with  the  stock  market  crash 
which  ushered  in  the  present  depression. 

But  we  must  not  fall  into  the  fallacy  of  charging  all  unpleasant 
experiences  of  the  after-war  time  as  consequences  of  the  War,  even 
though  a causal  connection  can  be  traced.  The  War  was  one  of  the 
forces  helping  to  set  the  stage  for  all  the  troubles  we  have  since  ex- 
perienced— also  for  all  the  turns  of  good  fortune,  since  nothing  has 
From  statement  issued  by  Professor  Irving  Fisher,  in  leaflet  form. 
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escaped  its  influence.  But  we  may  be  sure  that  if  there  had  been  no 
war  there  would  still  have  been  troubles  of  some  sort  and,  let  us  hope, 
turns  of  good  fortune  as  well.  The  aftermath  of  the  War  is  an  im- 
portant story,  but  we  must  beware  of  taking  its  details  too  seriously 
when  we  come  to  the  task  of  drawing  up  the  table  of  social  costs  for 
which  the  War  is  responsible. 

For  that  is  the  task  to  which  this  very  much  abbreviated  narrative 
serves  as  an  introduction.  And  the  story  will  have  served  one  of  its 
chief  purposes  if  it  has  brought  into  view  a rather  bewildering  num- 
ber of  items  whose  exact  })lace  and  weight  in  the  debit-and-credit  ac- 
count of  tlie  War  is  far  from  clear  at  first  glance.  For  this  reason, 
having  at  least  indicated  tlie  main  facts,  the  next  step  is  to  turn  our 
attention  to  tlie  principles  which  may  guide  us  in  the  attempt  to  turn 
tliese  facts  into  a systematic  appraisal.  In  other  words,  we  must  ex- 
amine the  theory  of  war  costs.  We  shall  not  learn  from  it  whether  the 
treasury’s  figure  of  35  billions  is  an  accurate  sum  in  accounting, 
but  we  may  learn  something  of  the  significance  of  the  various  items 
that  go  to  make  up  this  sum.  Can  they  be  taken  over  without  adjust- 
ment into  an  account  which  pur]iorts  to  show  the  net  effect  of  war  on 
our  whole  economic  organism.^  Possibly  we  ma}^  also  get  some  light 
on  the  outstanding  ])aradox  which  this  narrative  has  onlv  served  to 
sharjien : namely,  how  can  a nation,  after  pouring  35  billions  into 
the  maw  of  war,  emerge  richer  than  ever  before?  Did  this  wealth 
come  in  sjiite  of  the  war  nightmare;  or  can  it  have  been,  in  part  at 
least,  because  of  it?  And  if  the  War  had  any  compensating  effects 
in  stimulating  the  ])roduction  of  wealth  in  this  country,  was  this  due 
at  all  to  our  own  warlike  activities,  or  solely  to  the  demands  for  our 
goods  arising  from  the  warlike  activities  of  Europe? 


CIIAPTEU  V 


THE  XATERE  OF  WAR  COSTS 

After  what  has  gone  before,  no  time  need  be  wasted  in  convincing 
the  reader  that  the  analysis  of  war  costs  is  not  a sini})le  and  self- 
evident  affair.  These  costs  form  a tangled  })attern  of  interrelated 
tacts,  whose  bearings  on  the  ultimate  social  })rofft-and-loss  account 
are  often  far  from  clear.  First,  there  are  the  governmental  expendi- 
tures for  goods  and  services;  the  goods  including  food  and  clothes 
for  soldiers  as  well  as  ships,  guns,  and  explosives,  and  the  services  in- 
cluding the  cooking  of  meals  in  company  kitchens  as  well  as  the 
storming  of  hostile  machine-gun  nests  and,  for  the  armed  forces,  a 
virtual  socialistic  substitute  for  our  whole  mercantile  distributive 
system.  The  government  disbursements  also  include  loans  to  our 
Allies,  interest  on  our  own  government  borrowings,  and  items  of 
financial  adjustment  such  as  the  making  good  of  the  “deficits”  of  the 
railroads  below  the  income  guaranteed  them  under  federal  o})era- 
tion.  In  the  post-war  period  the  main  fiscal  items  are  debt  charges, 
and  care  of  veterans  and  their  dependents ; consisting  of  payments 
of  money  and  services  from  our  Government  to  its  own  citizens,  in 
reimbursement  for  very  varied  kinds  of  sacrifices. 

Then  there  are  the  taxes,  the  loans,  and  the  inflation  imohed  in 
furnishing  these  funds  to  the  goyernment,  with  all  the  difficult  ques- 
tions of  the  ultimate  incidence  of  this  financing.  There  are  also  the 
actual  goods  and  services  used  to  fight  the  war,  toward  the  securing 
of  which  all  these  fiscal  measures  were  directed  as  means  to  an  end. 
There  is  also  the  effect  of  the  war  on  the  volume  of  industrial  pro- 
duction, and  the  after-effects  in  the  ])ost-war  period.  There  are  the 
extra  efforts  needed  to  re])lace  those  taken  from  industry  into  war 
service,  the  extra  consumption  of  limited  natural  materials  like  coal 
and  oil,  and  the  privations  of  decreased  consumption.  And  there  is 
the  actual  loss  of  life  and  health : the  real  cost  for  which  the  expenses 
of  the  Veterans’  Bureau  constitute  the  more  or  less  inaccurate  money 
measure  and  compensation.  There  are  the  effects  of  the  war  on  the 
distribution  of  pros])eritv  between  different  industries  and  different 
classes  of  the  population ; and  the  question  whether  these  are,  in  the 
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aggregate,  a national  gain  or  loss,  and  of  what  importance.  And 
there  are  the  effects  of  immigration  restriction  and  of  prohibition, 
and  the  changes  in  our  international  economic  position  and  dealings. 
And  there  are  the  still  more  intangible  effects  of  war  on  the  status  of 
labor,  on  liberalism  and  social  progress,  and  on  the  spirit  of  the 
peo])le  in  general.  All  these  matters  have  their  place  in  the  picture, 
and  each  one  has  a different  bearing  on  the  ultimate  appraisal. 
Clearly,  some  way  is  needed  of  simplifying  this  maze  of  relation- 
ships, so  far  as  may  be  done  without  sacrificing  completeness  and 
accuracy. 

If  we  start  with  the  spending  of  funds  b}^  government  and  follow 
the  incidence  of  this  act  in  one  direction,  we  come  to  the  raising  of 
the  revenues  by  taxes  or  by  loans.  Indeed,  we  may  look  at  the  gov- 
ernment as  an  intermediary  agent  b}"  means  of  which  the  resources 
of  the  people  are  diverted  to  the  uses  of  war,  the  whole  diversion  be- 
ing one  fact  which  may  be  observed  at  various  points  in  the  chain  of 
fiscal  operations  involved  without  destroying  its  essential  unity. 
Taxes  and  simple  loans  from  individuals  are  alike  in  their  proximate 
effect,  of  transferring  purchasing  power  to  the  government,  increas- 
ing bv  so  much  the  goods  government  can  buv,  and  decreasing  by  so 
much  the  goods  the  individuals  can  buy.  They  are  unlike  in  that  the 
lender  receives  compensation  in  the  form  of  claims  to  future  reim- 
bursement against  tbe  taxpayers  in  general,  including  himself. 

If  taxes  were  laid  in  the  same  proportions  in  which  bonds  are  sub- 
scribed for,  this  reimbursement  might  seem  to  be  wholly  illusory ; 
though  even  so  the  whole  jirocess  would  undoubtedly  have  some  effect 
on  the  ]>roportion  of  wealth  remaining  as  ca])ital  at  the  end  of  the 
transaction.  Rut  as  it  is,  the  single  bondholder  suffers  no  appre- 
ciable loss  in  his  total  wealth  from  his  individual  act  of  lending,  since 
if  he  had  not  done  so,  he  would  still  have  borne  substantially  the 
same  burden  of  taxes  for  the  reimbursement  of  the  other  bond- 
holders. Thus  from  his  jirivate  standpoint  the  reimbursement  is  real, 
even  tbough  he  may  ]>ay  in  taxes  as  much  as  he  receives  in  interest  on 
his  bonds.  ^Moreover,  his  act  is  voluntary,  or  quasi-voluntary.  Never- 
theless, to  re])eat,  the  immediate  effect  is  the  same  as  that  of  taxes  in 
that  tlie  government  receives  ]u-esent  command  over  more  of  so- 
cietv’s  goods  and  the  individual  less.  This  present  command  over 
goods  is  what  the  individual  gives  up. 

W1  lere  loans  come  out  of  the  elasticity  of  the  credit  system  and  re- 
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suit  in  inflation  the  effect  is  shifted,  though  its  ultimate  character  is 
not  fundamentally  transformed.  If  the  inflation  has  no  effect  on  the 
supply  of  goods,  then  whatever  the  government  is  able  to  buv  with 
its  borrowed  funds  means  that  others  can  buy  that  much  less,  though 
they  have  as  much  nominal  purchasing  power  as  before.  The  result 
is  naturall}"  brought  about  by  an  increase  in  prices,  diluting  the  pur- 
chasing power  of  all  funds,  including  those  the  government  has  just 
borrowed,  along  with  those  which  businesses  or  individuals  still  hold. 
One  wav  of  looking  at  it  is  that  the  government  has  obtained,  for 
instance,  10  per  cent  of  the  purchasing  power  of  the  country,  by 
borrowing  11  ^'9  per  cent  of  the  prexious  ])urchasing  power,  and  can 
command  10  per  cent  of  the  goods  (ignoring  for  the  moment  the 
problem  of  unequal  price  movements  in  different  groups  of  com- 
modities and  services).  If  the  amount  of  goods  available  is  unaf- 
fected by  the  inflation,  the  immediate  effect  is  precisely  as  if  every 
holder  of  funds  had  been  taxed  10  ]>er  cent  of  his  holdings.  The  same 
amount  of  goods  is  transferred  from  private  to  public  use.  Ultimate 
effects,  of  course,  are  far-reaching,  and  constitute  a story  by  them- 
selves ; but  they  also,  when  traced,  take  the  same  basic  form.  Those 
whose  incomes  fail  to  increase  as  fast  as  prices  can  command  less 
goods ; and  those  whose  incomes  increase  faster  can  command  more. 

The  simplest  method  of  approximating  the  effects  of  inflation 
goes  on  the  assumption,  already  indicated,  that  it  has  no  effect  on  the 
volume  of  goods  turned  out.  But  that  it  should  have  no  eff  ect  at  all  is 
well-nigh  impossible.  The  effect  due  to  government  borrowings  alone 
can  only  be  conjectured,  as  it  is  hopelessly  merged  in  the  effect  of  the 
credit  exjiansion  which  would  have  resulted  in  any  case  from  the  de- 
mands of  private  industry,  and  the  effect  the  emergency  needs  would 
have  produced,  even  if  no  credit  expansion  of  any  sort  had  been  per- 
mitted. The  j)robability  is  overwhelming  that  in  a great  emergency 
calling  with  suddenly  increased  insistence  for  the  utmost  output  of 
productive  effort,  much  of  it  directed  into  altered  channels,  the  strict 
avoidance  of  any  “inflation,”  or  the  rigid  maintenance  of  an  un- 
changed average  price  level,  would  seriously  hamper  the  needed 
mobilization.  If  credit  could  not  be  extended  in  one  direction  without 
being  first,  or  simultaneously,  contracted  in  other  quarters:  if  j^riccs 
of  essentials  could  rise  only  to  the  extent  that  jn’ices  of  nonessentials 
fell,  expansion  of  essential  production  would  be  limited  to  a fraction 
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of  what  is  industrially  possible,  while  disorganization  of  nonessential 
industry  might  be  more  than  is  industrially  necessary  or  useful. 

The  situation  is  best  handled  if  credit  can  be  expanded  in  some  di- 
rections without  suffering  simultaneous  and  equal  contraction  in 
others;  even  if  the  total  is  allowed  to  expand  somewhat  more  than 
physical  ])roduction.  Such  ex])ansion,  even  with  rising  prices  and 
some  dilution  of  purchasing  ])ower,  seems  the  most  effective  way  of 
meeting  the  needs  of  the  case.  On  the  other  hand,  if  there  were  no 
curtailment  at  all  in  nonessential  quarters,  and  the  expansion  in  es- 
sential directions  were  a clear  increase,  the  result  would  be  a definite 
obstacle  to  the  most  economical  mobilization.  This  would  be  true 
es])ecially  if  the  resulting  increase  in  ])rices  were  followed  by  corre- 
sponding further  inflation  all  around  in  essential  and  nonessential 
goods  alike.  This  would  be  an  evil  if  only  b}'  reason  of  the  uncertain- 
ties it  would  introduce  and  the  undue  siqjport  it  would  afford  to  the 
policy  of  “business  as  usual,”  and  without  regard  to  the  injustices 
inflicted  on  bondholders  and  the  salaried  classes. 

Credit  expansion,  then,  may  result  in  increasing  the  government’s 
command  over  goods  more,  or  less,  than  it  decreases  that  of  private 
buyers ; with  a corres])onding  enlargement  or  shrinkage  of  total  pro- 
duction as  compared  to  what  it  would  otherwise  have  been.  If  we  take 
for  granted  the  expansion  naturally  brought  about  by  private  de- 
mands, the  further  expansion  resulting  from  government  borrow- 
ings seems  virtually  certain  to  be  in  excess  of  the  amount  that  could 
serve  any  industrially  useful  ])ur])ose,  if  there  were  any  other  way  in 
which  government  coidd  secure  its  needed  share  of  the  total  purchas- 
ing  ])ower  of  the  country.  But  however  that  may  be,  the  immediate 
eff  ect  of  expansion  as  a means  of  war  mobilization  is  to  be  sought  in 
its  effect  on  volumes  of  goods : the  volume  going  to  government  and 
the  volume  remaining  for  ])rivate  use;  the  two  together  making  u]) 
the  national  economic  income. 

'Pile  incidence  of  inflation,  then,  includes  whatever  effect  it  may 
have  on  total  ])roduction.  And  while  the  incidence  of  taxes  is  often 
analyzed  as  if  it  could  be  se])arated  from  this  larger  fact,  it  is  not  so 
separate  in  ])racticc.  And  the  fuller  picture  must  include  the  inci- 
dence of  the  whole  ])rocess  of  which  taxation  is  but  a part:  the  ])roc- 
ess  of  taxing,  s])ending,  and  thereby  mobilizing  industry,  with  the 
greatest  ])ossible  increase,  or  the  smallest  ])ossible  decrease,  in  the 
aggregate  ])roductive  effort  ])ut  forth.  Diversion  of  goods,  with  <a 
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credit  or  debit  for  increase  or  decrease  in  aggregate  jjroduction,  is 
the  crucial  fact  for  the  purpose  in  hand. 

If  we  follow  the  incidence  of  governmental  expenses  in  the  other 
direction,  through  the  spending  of  the  funds,  we  come  back  at  once 
to  the  same  fact:  the  s])ending  of  money  has  its  primary  effect  in 
calling  forth  goods,  and  any  expenditures  which  do  not  do  this — - 
such  as  interest  on  the  public  debt — are  only  in  a secondary  and 
fiscal  sense  war  expenditures  at  all.  They  are  transfers  of  ])urchas- 
ing  power  from  private  taxpayers  to  private  bondholders  (or  from 
subscribers  to  new  loans  to  those  holding  older  issues)  and  it  is  only 
the  incidence  of  the  process  of  transfer  that  can  be  figured  as  a cost 
to  the  economv  of  the  nation. 

Thus,  from  the  maze  of  interrelated  facts,  one  group  seems  to  be 
emerging  in  a central  position:  one  group  on  which  the  effects  of  the 
financial  transactions  converge  and  from  which  diverge  the  more  in- 
tangible questions  of  the  seriousness  of  the  sacrifices  involved.  This 
grou])  of  facts  consists  of  the  amount  of  goods  and  services  produced 
and  the  amount  taken  for  war  uses.  The  more  ultimate  costs  which  we 
may  trace  from  this  central  fact  take  the  shape  mainly  of  added  ef- 
forts put  forth  in  maintaining  production  and  filling  the  gaps  left 
bv  taking  producers  into  war  service;  and  privations  of  decreased 
consumption.  And  there  ])erhaps  our  inquirv  should  properly  end. 

But  there  are  further  questions  which  will  not  be  wholly  ignored ; 
questions  as  to  the  ultimate  human  importance  of  these  things.  Are 
these  efforts  and  privations  more  or  less  serious  than  those  commonlv 
represented  bv  the  same  dollar  measures  or  the  same  phvsical  quan- 
tities in  an  ordinary  peace-time  economy?  Are  these  personal  sacri- 
fices and  ]irivations  less  seriously  felt  by  reason  of  the  very  fact  that 
they  are  due  to  a national  emergency  and  not  to  personal  ineffi- 
ciency, failure,  or  misfortune?  Are  they  less  serious  because  all  bear 
them  more  or  less  in  common,  and  large  classes  in  more  or  less  the 
same  measure,  and  they  therefore  (in  most  cases)  do  not  dislodge  in- 
dividuals from  the  position  they  haye  gained  relatiye  to  others  in  the 
economic  class  structure?  Or  are  some  of  these  sacrifices  sharpened  by 
their  unequal  and  unjust  incidence:  by  the  hel])lessness  of  those  de- 
pendent on  fixed  incomes  to  escape  undeseryed  losses,  or  by  the  fact 
that  business  profits  and  losses  are  distributed  not  so  much  according 
to  merit  as  by  the  accident  of  strategic  location  as  between  industries 
of  equal  peace-time  standing  and  importance,  some  of  which  are  cs- 
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sential  for  war  and  some  not?  These  are  real,  if  difficult,  problems  in 
the  theory  of  war  costs.  In  general,  it  seems  that  the  mental  suffering 
that  comes  with  the  purely  economic  privations  of  war  is  mitigated 
by  their  community  character,  but  this  is  probably  a poor  compensa- 
tion for  the  other  stresses  and  sufferings  that  war  brings  with  it. 

Rut  to  return  to  the  fact  which  seems  the  most  available  focus  on 
which  to  center  our  study.  On  this  basic  conception  of  present  goods 
and  services  as  central  facts  in  the  picture  of  war  costs  hinge  two 
questions,  well  worn  by  controversy  but  possibly  not  yet  quite  worn 
out.  First:  can  domestic  loans  shift  the  burden  of  war  to  future  gen- 
erations, or  is  it  true,  as  economists  have  so  often  claimed,  that  the 
cost  is  borne  when  the  war  is  fought  and  can  in  no  such  way  be 
shifted?  With  this  is  involved  the  question  whether  domestic  borrow- 
ing as  a means  of  financing  a war  is  necessarily  a mistake,  failing  to 
lighten  the  immediate  load  and  adding  to  it  a useless  aftermath  of 
fiscal  burdens.  Second : can  disaster  such  as  fire,  flood,  or  war,  l)e 
good  for  business  by  creating  demand  for  its  products,  making  work 
for  it  to  do  or  “putting  money  in  circulation,”  and  so  perhaps  actu- 
ally making  for  pros])erity  ? Or  is  the  economist  right  when  he  insists 
that  there  is  no  magic  whereby  the  destruction  of  wealth  can  be  any- 
thing but  an  economic  loss?  These  two  cases  will  serve  very  well  as 
tools  with  which  to  study  the  strong  and  weak  points  of  the  “basic 
conce]ition”  of  diversion  of  goods  and  services  as  the  real  costs  of  the 
war. 

Can  loans  “postpone  the  burden  of  war  to  future  generations”? 
I>oans  are  simply  one  way  by  which  government  secures  purchasing 
])owcr,  and  it  secures  it  simply  as  a means  to  securing  goods  and 
services — men  and  munitions.  By  taking  these  goods  and  services 
out  of  the  common  fund,  it  either  leaves  that  much  less  for  indi- 
viduals, or  com])els  tliem  to  do  more  work  to  make  up  the  deficienev, 
or  has  a mixture  of  the  two  effects.  This  effect  is  the  basic  burden  for 
the  nation  as  a whole;  and  it  cannot  be  postponed  without  postpon- 
ing the  government’s  su]q)ly  of  men  and  munitions  until  it  is  too 
late  to  help  win  the  war.  As  has  been  often  said:  one  cannot  win  a 
battle  today  with  shells  to  be  made  tomorrow,  nor  man  the  trenches 
wltli  children  yet  unborn. 

Tlie  work  of  making  munitions  is  not  postponed,  nor  any  curtail- 
ment of  ]u-ivato  consumption  or  of  ])rivate  industrial  investment 
wliich  is  tlicrcby  necessitated.  The  spending  of  money  bv  govern- 
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ment  is  not  postponed,  nor  the  raising  of  that  money  from  private 
parties.  What  is  postponed  is  simply  the  final  allocation  of  this  fiscal 
burden  to  the  people  in  their  capacity  as  taxpayers,  and  this  is  done 
by  getting  the  immediate  funds  instead  from  some  of  the  same  j)eople 
as  quasi-voluntary  loans.  This  leaves  to  future  generations  simply 
the  task  of  making  the  final  distribution  by  collecting  money  from 
taxpayers  and  paying  it  out  to  bondholders : a mere  fiscal  transfer  to 
pay  for  shells  long  ago  fired,  or  for  “abstinence”  long  ago  incurred. 
And  this  “abstinence”  was  a final  cost  at  the  time  it  was  incurred,  in 
the  sense  that  it  left  behind  no  productive  capital  out  of  which  the 
payments  of  interest  and  principal  might  come.  The  contention  has 
been  made  that  this  remaining  task  of  fiscal  transfer  and  settlement 
is  simply  a useless  burden  due  to  our  lacking  the  moral  courage  to 
make  our  fiscal  measures  as  definitive  as  the  social  expenditures  they 
are  used  to  finance:  to  make  the  raising  of  revenues  as  final  as  the 
burning  of  the  explosives  which  they  serve  to  ]U’OCure.  In  other 
words,  the  claim  is  that  our  task  would  be  sinq)lified  and  our  real 
burdens  made  no  greater,  at  the  time  of  the  war  or  any  other  time, 
if  the  borrowed  funds  had  instead  been  raised  by  taxes. 

Or,  to  look  at  it  another  way,  the  subscribers  to  war  loans  supplv 
funds  by  sacrificing  that  much  private  purchasing  power  (if  there  is 
no  inflation).  They  make  this  sacrifice  on  behalf  of  the  nation  at  the 
time  the  loan  is  subscribed  and,  for  the  nation  as  a whole,  this  sacri- 
fice is  final  and  there  is  no  reimbursement.  Why  is  it  not  better,  then, 
to  take  the  same  amount  of  money  from  more  or  less  the  same  people 
in  the  form  of  taxes,  which  leave  behind  no  obligation  to  pay  for 
dead  horses  and  burnt  powder?  If  there  is  inflation,  still — the  argu- 
ment goes — government  gets  only  as  much  effective  purchasing 
power  as  private  interests  lose,  but  the  money  of  both  is  diluted,  and 
the  dilution  is  itself  the  source  of  many  injustices  between  economic 
groups,  while  the  taxpayers  will  ultimately  have  to  pay  for  these 
diluted  dollars,  perha]is  in  dollars  of  full  value  and  in  any  case  in 
dollars  which  are  almost  sure  to  have  a different  value  from  those 
borrowed.  If  bondholders  do  not  profiteer  at  the  expense  of  tax- 
payers, tax]iayers  will  profiteer  at  the  expense  of  bondholders,  and 
either  is  equally  an  evil. 

Another  point  raised  is  that  the  effect  of  loans  is  to  shift  part  of 
the  ultimate  tax  financing  from  war-time,  when  the  war-s]iirit  makes 
it  possible  to  exact  great  sacrifices  from  the  rich,  to  ]ieace-time,  when 
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this  can  no  longer  be  done.  As  a result,  it  is  argued,  the  burden  falls 
more  heavily  on  the  poor  and  on  those  with  moderate  incomes.  This 
point  was  made  during  the  War,  and  can  now  be  reviewed  in  the 
light  of  the  war  and  post-war  experience.  And  in  the  light  of  such 
experience  this  argument  is  shown  to  be  valid  only  against  a j)olicv 
which  relies  on  loans  much  more  heavily  than  we  actuallv  did  during 
the  past  war.  Our  actual  ])olicy,  it  will  be  remembered,  was  roughlv 
described  as  one  of  two-thirds  loans  and  one-third  taxes,  though  the 
reader  will  also  recall  that  if  our  borrowings  to  lend  to  our  Allies  are 
canceled  out,  taxes  made  a substantially  larger  showing.  As  things 
actual!}'  were,  any  attemjjt  to  raise  more  by  taxes  and  less  by  loans 
would  have  resulted  in  laying  a larger  part  of  the  burden  on  small 
and  moderate  incomes  and  a smaller  portion  on  the  very  rich. 

\Var-time  taxes  are  almost  of  necessity  steeply  jirogressive,  and 
our  income  tax  set  a new  record  for  the  severity  of  the  rates  on  the 
highest  incomes.  It  took  more  than  half  of  the  largest  incomes,  and 
in  1918  reached  77  per  cent  of  increments  above  $2,000,000.  It  is 
true  that  j)resent  rates  on  large  incomes  are  much  less  than  this,  but 
it  is  also  true  that  the  combination  of  lower  rates  and  increased  ex- 
emptions has  resulted  in  an  even  greater  proportional  lowering  of 
the  total  burden  on  incomes  of  moderate  size,  especially  “earned  in- 
comes.” Thus  the  income  tax  has  grown  more  progressive  since  the 
IV  ar,  and  not  less,  in  terms  of  the  relative  number  of  dollars  exacted 
from  small  and  large  incomes.  The  effect  of  the  whole  tax  system  is  a 
different  matter,  but  there  is  at  least  no  ])roof  that  it  has  become  less 
l^rogressive.  The  personal  and  corporate  income  taxes,  which  are 
progressive  in  their  effects,  have  almost  held  their  own  as  compared 
to  other  elements  in  the  tax  svstem,  and  between  them  account  for 
about  half  of  total  ordinary  receijffs.^ 

Rut  this  is  not,  after  all,  the  decisive  point.  The  crucial  question  is 
whether,  if  we  had  financed  the  War,  let  us  say,  two-thirds  out  of 
taxes  instead  of  one-third,  the  additional  burdens  would  have  fallen 
more  heavily  on  the  rich  than  the  subsequent  peace-time  taxes  which 
tlie  borrowing  has  made  necessary.  As  to  this,  the  answer  is  abso- 
lutelv  certain.  A heavy  increase  in  war  taxes  could  not  have  fallen 
on  tlie  very  rich,  for  the  sim])le  reason  that  our  system  had  already 
gone  as  far  as  possible  in  this  direction,  and  the  very  rich  were  ])ay- 
ing  tlie  ma  iority  of  their  incomes  to  the  Government.  Any  heavy  in- 
^ S(’c  rc])orts  of  tlie  Commissioner  of  Internal  Revenue. 
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crease  in  tax  revenues  must  have  come  mainly  from  moderate  and 
small  incomes. 

The  distribution  of  the  resulting  benefits  is  a matter  of  more 
doubt:  but  it  is  hardly  conceivable  that  the  small  and  moderate  in- 
comes should  benebt  more  in  the  post-war  period  than  they  bad  suf- 
fered during  the  War.  On  the  score  of  })rogressive  taxation  as  a de- 
sirable thing,  then,  not  much  can  be  said  for  a program  of  exclusive 
tax  financing  as  a means  of  placing  the  burden  more  beavilv  on  the 
rich.  The  argument  would  ])ossibly  be  valid  as  against  a })olicy  of 
laying  no  war  taxes  at  all  until  the  War  was  over,  but  bardlv  against 
the  policv  which  this  country  actually  followed. 

This  point  bears  on  another  argument  which  criticizes  the  })ost- 
war  legacy  of  taxes  to  repa}’  bondboblers  as  a bad  distribution  of 
wealth,  since  the  tax])ayers  are,  on  the  ayerage,  ])oorer  than  the 
bondholders  and  the  funds  are  therefore  transferred  from  those  to 
whom  they  are  more  ini})ortant  to  those  to  whom  they  are  less."  This 
is  strictly  true,  but  it  does  not  dis])ose  of  the  obstinate  difficulty  al- 
ready raised.  It  would  be  a yabd  criticism  if  there  bad  been  any 
practicable  way  of  leyying  additional  taxes  so  that  the  added  burden 
would  baye  fallen  on  the  rich  in  the  same  })ro})ortion  as  the  subscrij)- 
tions  they  actually  made  to  the  war  loans.  Ikit  this,  as  we  bare  seen, 
was  out  of  the  question. 

This  knot  can,  of  course,  be  cut  by  the  ])rocess  of  borrowing  and 
then  repudiating,  either  directly  or  indirectly  through  a depreciated 
currency.  But  neither  ]>olicy  commends  itself  except  as  it  may  be 
forced  u])on  a country  by  a choice  of  eyils  far  more  serious  than  the 
one  we  are  now  discussing.  Be}mdiation  may  be  regarded  as  turning 
the  loan  into  a tax  retroactiyely,  in  which  case  it  would  be  a tax  of 
such  unequal,  unjust,  and  haphazard  incidence  as  no  government 
could  deliberately  leyy.  What  such  an  outcome  would  really  mean 
may  perhaps  be  seen  in  clearer  ])erspectiye  if  we  look  for  a moment 
at  the  reasons  why  money  can  be  extracted  from  the  people  by  loans 
which  could  not  be  extracted  by  any  practicable  or  desirable  system 

- Strictly  sjieaking,  tlie  pertinent  comparison  is  not  between  tax]>ayers  and 
j)resent  bondholders,  but  between  taxpayers  and  original  subscribers,  who 
included  more  persons  in  the  low  income  grou])s.  But  even  original  bond  sub- 
scriptions came  more  heavily  from  the  rich  than  do  jiresent  taxes,  so  that  tlie 
point  does  not  invalidate  the  general  argument  of  the  criticism. 
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of  taxation.  This  fact,  indeed,  is  the  decisive  justification  for  rely- 
ing on  bonds  as  one  considerable  source  of  war  revenues.  While  taxes 
may  be  laid  on  the  principle  of  “ability  to  pay,”  this  ability  has  to  be 
gauged  by  general  indexes,  such  as  income;  and  such  indexes  cannot 
difterentiate  between  persons  to  whom  the  same  income  may  repre- 
sent, for  the  moment  at  least,  very  different  degrees  of  taxpaving 
ability.  One  man  has  many  dependents,  another  none.  One  man  has 
business  commitments  which  call  for  all  the  present  income  he  can 
spare  from  family  needs;  another  has  just  received  the  principal  of 
an  ex})ired  bond  or  mortgage  and  is  in  a jiosition  to  furnish  present 
])urchasing  power  in  excess  of  his  present  income,  though  it  would 
be  neither  fair  nor  practicable  to  take  this  in  the  form  of  taxes.  A 
business  may  have  surplus  or  reserves  of  various  sorts  to  invest,  and 
so  be  in  a position  to  furnish  present  purchasing  power  in  the  form 
of  bond  subscriptions,  where  to  take  the  same  amount  in  taxes  would 
either  cut  dowm  its  net  income,  perhaj)s  to  the  vanishing  point,  or 
make  necessar}-  higher  prices  which  would  cut  down  demand  and 
seriously  hamper  normal  productive  activity. 

Thus,  while  bonds  do  not  postpone  the  immediate  sacrifice  of  pur- 
chasing power  and  of  private  control  over  goods,  they  may  prevent 
it  from  being  aggravated  by  the  effects  of  exorbitant  taxes  in  stifling 
j:)roduction.  And  they  also  distribute  it  in  wa}'s  making  possible  the 
gathering  in  of  a larger  ])ercentage  of  the  nation’s  economic  power 
than  would  otherwise  be  jiracticable.  This  is  a matter  of  methods  of 
securing  {)resent  goods  and  services  to  spend  for  war,  after  which  the 
nation  does  not  have  to  furnish  these  goods  and  services  over  again: 
that  has  been  done  once  for  all.  The  nation  is  left  with  a series  of  as- 
sets and  liabilities  which  offset  each  other.  The  bondholders  hold  as- 
sets which  thev  themselves,  together  with  all  the  other  taxpayers  or 
bearers  of  ultimate  tax  burdens,  must  liquidate.  To  the  nonexistent 
averao-e  individual  who  is  both  an  average  bondholder  and  an  aver- 
age  tax  bearer,  the  liability  exactly  equals  the  asset:  what  is  col- 
lected as  taxes  on  this  account  ])recisely  equals  what  is  paid  in  inter- 
est and  ])rinci])al  on  bonds  (plus  costs  of  collection  and  administra- 
tion). Tbc  rc])ayments  may  be  more  or  less  than  fair  compensation 
for  the  value  originally  loaned,  according  as  the  money  unit  may 
have  been  stabilized  at  a higher  purchasing  ]mwcr  than  ])rcvailcd 
during  Ihe  war,  or  at  a dc])rcciated  level  which  may  rob  the  bond- 
holder of  most  of  the  value  of  his  claims.  That,  however,  does  not 
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affect  the  balance  between  post-war  collections  and  post-war  dis- 
bursements, both  measured  in  post-war  mone}’  units. 

One  further  point,  however,  has  been  made.  In  this  post-war  obli- 
gation to  transfer  wealth,  the  asset  side  is  capitalized  in  a debnite 
funded  obligation  in  the  bands  of  individuals  constituting  private 
wealth  which  may  be  bought,  sold,  or  pledged  as  security  for  loans. 
The  liability  side,  as  it  affects  individuals,  does  not  take  the  corre- 
sponding form  of  a contractual  claim  constituting  a lien  for  a debnite 
amount  on  their  personal  wealth  or  income,  but  merel}'  an  untrace- 
able  share  in  the  additional  general  tax  burdens  which  the  debt 
charges  necessitate.  The  burden  to  individuals  is  not  cajiitalized, 
but  is  felt  only  as  the  taxes  are  laid  and  collected ; and  even  then  is 
not  earmarked  so  as  to  make  it  possible  to  distinguish  the  })art  due 
to  war  borrowing.  On  this  basis  Professor  Seligman  has  taken  the 
position  that  the  “subjective  cost”  of  tlie  war  is  ])ost})oned  by  na- 
tional borrowing.  This  is,  in  substance,  a true  ex])ression  of  tlie  way 
individuals  feel  about  the  transaction,  and  also  of  the  more  tangible 
way  in  which  it  affects  their  immediate  bnancial  standing.  This  last 
is  of  very  substantial  importance,  as  we  have  seen  in  the  case  of  loans 
subscribed  by  business  organizations. 

Nor  is  the  matter  entirely  one  of  warped  perspective  which  capi- 
talizes contractual  assets  and  fails  to  capitalize  the  corresponding 
noncontractual  liabilities.  The  individual  would  have  the  same  bur- 
den of  post-war  taxes  to  bear  whether  be  personally  subscribed  to  a 
loan  or  not.  His  financial  j)rospects  are  made  worse  by  the  issuance 
of  the  loan,  but  not  (perceptibly)  by  bis  own  subscription  thereto. 
This  act,  while  reducing  bis  margin  available  for  personal  expendi- 
ture, does  not  affect  materially  bis  total  private  wealth,  even  if  bis 
liabilitv  to  future  taxes  were  to  be  capitalized  and  deducted. 

For  the  purposes  of  this  studv,  we  mav  best  make  our  wav  out  of 
this  dilemma  by  treating  the  costs  of  the  war  primarily  ns  social  ag- 
gregates of  goods  and  services.  From  this  standpoint  tbev  are  not 
postponed  as  a result  of  war  borrowing:  merclv  raised  in  a ]>rovi- 
sional  way  requiring  a later  final  settlement.  This  settlement  mav 
l)est  be  treated  as  a matter  of  the  distribution  and  incidence  of  the 
burden.  This  ultimate  distribution  and  incidence  are  post]Kmcd.  The 
social  cost,  then,  includes  the  goods  and  services  bought  with  the 
proceeds  of  loans,  at  the  time  the  funds  are  so  s])ent  by  government. 
It  further  includes  the  costs  of  war-tax  collections  and  fiscal  admin- 
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istration  of  war  taxes  and  loans  through  the  whole  life  of  the  war 
debt,  and  also  any  effect  the  fiscal  transactions  may  have  in  reducing 
the  aggregate  social  dividend  turned  out  by  industry  or  otherwise 
affecting  the  nation’s  economic  welfare. 

The  costs  of  fiscal  administration  are  presumably  increased  bv 
loans,  through  being  spread  over  a longer  jjeriod.  The  depressing  ef- 
fects of  ]jost-war  taxes  on  aggregate  economic  outjmt  are  verv  real, 
especially  if  the  taxes  are  as  heavy  as  they  have  been  in  Europe;  but 
they  are  }u-esumably  mitigated,  as  compared  to  a policv  of  financing 
exclusively  by  taxes,  for  reasons  already  indicated.  An  exclusive  tax 
])olicy  would  undoubtedly  involve  a serious  shrinkage  in  war-time  in- 
dustrial output ; though  a more  serious  result  would  be  a heavy  limi- 
tation in  the  volume  of  social  income  the  government  could  thus 
acquire.  Whether  the  Fruited  States  employed  taxes  and  loans  in 
o]jtimum  ])roportions  is  a question  imj^ossible  of  anything  like  exact 
solution,  and  may  well  be  regarded  as  outside  the  scope  of  the  pres- 
ent study.  Rut  at  any  rate  its  policy  does  not  stand  obyiously 
condemned. 

So  far  as  loans  are  made  in  ways  which  bring  about  inflation,  an 
added  problem  is  raised,  which  may  be  approached  by  a simple  illus- 
tration. If  the  government  raises  a billion  dollars  without  inflation, 
it  has  the  billion  dollars  and  other  purchasers  have  that  much  less  to 
s])end.  If  it  raises  the  billion  dollars  wholly  through  inflation,  it  has 
an  added  billion  of  nominal  purchasing  ])ower  while  other  pur- 
chasers have  no  less  nominal  ]^urchasing  power  than  before.  But  the 
result  is  to  raise  ])rices  and  so  to  dilute  the  jmrchasing  power  of:  (1) 
tlie  dollars  remaining  in  the  hands  of  ])rivate  purchasers,  (2)  the 
billion  the  government  has  raised  through  inflation,  and  (3)  all 
other  billions  which  the  government  may  have  raised  in  ways  not  in- 
volving inflation.  The  result  is  to  give  government  a larger  ])ropor- 
tion  of  the  total  purchasing  ])ower  of  the  country  than  before,  but 
far  less  than  tlie  full  value  of  the  billion  dollars,  even  at  its  post- 
inflation buying  power.  In  practice,  the  results  are  less  sinqde  than 
this,  since  the  raising  of  ])rices  tends  to  induce  further  inflation  in 
the  shape  of  increased  dollar  loans  to  private  business,  which  still 
further  neutralizes  the  government’s  acquisitions  of  buying  ])ower. 
It  is  even  theoretically  ])ossible  that,  if  the  government  has  already 
secured  most  of  its  war  revenues  by  methods  not  involving  inflation, 
further  inflationary  borrowings  might  actually  decrease  its  total 
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percentage  of  tlie  buying  power  of  the  nation.  This,  however,  is  not 
likely. 

The  iinniediate  effect  of  inhationary  borrowing,  then,  is  to  be 
found  in  the  increased  How  of  goods  and  services  it  enables  the  gov- 
ernment to  command  through  diversion  from  private  uses,  com- 
pounded with  any  effects  it  may  have  on  the  total  flow  of  such  things 
in  the  national  economy.  The  incidence  of  the  burden  on  individuals 
is  quite  as  complex  as  that  of  taxes,  and  even  more  disturbing  in  its 
eff  ects.  These  eff  ects  last  as  long  as  the  combined  duration  of  the  in- 
flation and  of  bonds  issued  in  the  preinffation  period.  If  deflation  en- 
sues, then  further  disturbances  occur  in  the  opposite  direction,  last- 
ing as  lone  as  the  life  of  bonds  issued  while  the  inflation  was  in  eff  ect. 
Inflationary  borrowing,  then,  does  not  post])one  the  sacrifice  of 
goods  and  services,  but  distributes  the  burden  more  unjustly  than 
anv  other  method  of  financing,  and  leaves  more  disturbing  conse- 
quences in  the  way  of  subsequent  financial  adjustments.  It  may  be 
justified  if  the  immediate  command  of  goods  and  services  cannot  be 
secured  in  any  other  way,  but  it  is  a deplorably  expensive  method  of 
securing  such  command.  As  we  have  already  seen,  moderate  inflation 
may  have  its  uses  in  develo])ing  latent  j)roductive  power,  but  there 
is  jiractically  certain  to  be  all  that  can  serve  such  a useful  puiqiose, 
and  more,  without  any  stimulus  from  governmental  borrowing. 

This  discussion  brings  out  one  point  worthy  of  every  possible  em- 
phasis. The  fact  that  costs  in  the  social  sense  cannot  be  })ostponed,  if 
by  that  is  meant  relieving  the  nation  of  the  immediate  burden,  does 
not  mean  that  there  are  not  also  continuing  social  burdens  to  be 
borne.  These  may  take  the  shape  of  direct  outlays  of  goods  and  serv- 
ices, as  in  the  care  of  veterans,  or  of  maldistribution  of  the  national 
dividend,  as  in  the  results  of  inflation  and  subsequent  deflation,  or  of 
a hampering  of  industrial  activity  such  as  may  result  from  wastage 
of  capital  or  from  the  effects  of  post-war  deflation  or  the  incidence  of 
post-war  taxes.  These  effects  are  in  addition  to  the  direct  and  non- 
postponable  material  costs  of  the  war. 

AVe  come  next  to  the  question  whether  disasters  which  consume  or 
destroy  wealth  can  be,  after  all,  advantageous  to  the  social  economy 
because  the  demand  they  create  is  “good  for  business”  and  leads  to 
increased  production  and  circulation  of  wealth.  Traditional  eco- 
nomics says:  “No.  The  breaking  of  windows,  for  exanq)le,  can  never 
be  anything  l)ut  destruction  of  wealth ; it  cannot  be  metamorphosed 
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into  the  creation  of  wealth,  no  matter  how  far  its  effects  may  be 
traced  as  they  ramify  through  the  economic  system.”  It  is  admitted 
that  breaking  windows  may  help  glaziers  for  the  moment,  but  only 
at  the  expense  of  other  producers ; those  who  would  otherwise  have 
received  the  money  the  glaziers  got  for  replacing  the  panes,  and  in 
exchange  wovdd  have  satisfied  some  additional  want  beyond  the  need 
for  windows  that  will  kee})  the  weather  out.  That  extra  satisfaction 
is  lost  when  the  pane  is  broken.  And  for  the  rest,  glaziers  work  more 
and  receive  more,  while  others  work  less  and  receive  less.  This  view  is 
certainly  sound,  on  traditional  economic  assumptions;  but  is  it  all- 
sufficient  and  equally  applicable  to  all  cases  The  experience  of  the 
War  seems  to  afford  ground  for  giving  the  question  some  fresh 
examination. 

The  crux  of  the  question  lies  here:  is  the  effective  demand  for 
other  things,  and  the  consequent  production  of  other  things,  neces- 
sarily cut  down  by  exactly  the  amount  that  is  spent  on  replacing  the 
broken  panes  Or,  to  put  it  the  other  way  around,  if  the  panes  had 
not  been  broken,  would  other  things  have  been  demanded,  produced, 
and  consumed  to  an  exactly  equal  amount?  As  a matter  of  long-run 
adjustment,  the  establishment  of  a permanent  habit  of  breaking 
some  thousands  or  millions  of  panes  every  year  might  be  expected  to 
have  substantial!}'  this  effect.  Rut  we  are  not  dealing  with  the  long- 
run  results  of  permanent  habits,  but  with  single  events  which  break 
into  the  customary  spending  and  producing  habits  of  the  people; 
and  we  must  examine  the  case  at  issue  on  that  basis. 

Such  evidence  as  the  war  experience  offers  is  suggestive,  but  not 
by  itself  conclusive.  For  the  record  of  a complex  historical  episode 
seldom  carries  within  itself  the  proof  of  the  precise  effect  of  each  one 
of  a multitude  of  collaborating  causes.  America  prospered  in  the 
])eriod  of  neutrality,  when  it  was  in  the  position  of  the  glaziers  in 
our  illustration.  Pros])crity  in  such  a situation  proves  nothing  that 
is  not  admitted  at  the  start.  Rut  the  suggestive  thing  about  this 
])ros])erity  is  the  fact  that  we  prospered  by  making  goods  xvitlwut 
getting  paid  for  them.  The  glazier  who  lets  his  customer’s  bill  run 
may  be  doing  well  by  himself,  if  the  customer  is  “good  pfiy”  in  the 
emi,  but  wo  should  hardly  ex])ect  him  to  liye  high  in  the  meantime 
from  his  work  for  that  ]iarticular  customer.  From  the  fact  that  we 
im])roved  our  living  moderatelv  as  well  as  expanded  our  glassworks 
very  sid)stantially  over  and  above  the  credits  we  were  accumulating 
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for  unbalanced  exports,  one  may  conclude  that  the  actual  situation 
contains  elements  which  the  simplified  illustration  does  not  indicate. 

The  general  nature  of  these  elements  of  productive  expansion  has 
already  been  indicated : namely,  the  new  demand  not  balanced  hv  an 
ecpial  falling  oft'  in  other  demands,  the  additional  derived  demand  for 
capital  equipment,  the  increase  in  em])lovment  and  volume  of  work 
done,  and  the  further  resultant  demand  for  goods  by  more  ]>rosper- 
ous  workers  and  other  participants  in  the  earnings  of  industry.  The 
net  increase  in  aggregate  money  demand  was  seen  to  he  made  readilv 
possible  by  the  elasticity  of  the  credit  system,  the  stimulus  to  ])ro- 
duction  intensified  hv  the  well-known  effects  of  rising  prices,  and  the 
increased  money  demand,  re])resenting  an  increase  in  the  world’s  eco- 
nomic necessities,  was  enabled  to  take  effect  as  an  increased  total  of 
“effective  demand”  for  actual  goods  by  reason  of  the  elasticity  of 
our  productive  powers,  which  were  then,  as  at  most  times,  working 
short  of  full  capacity. 

It  may  be  remarked  in  passing  that  the  “elasticity  of  the  credit 
system”  is  no  matter  of  inscrutable  necromancy  coniuring  some- 
thing  from  nothing,  magical  as  its  effects  may  a])pear.  Ranks  can 
multiply  purchasing  power  because  depositors  are  willing  to  acce})t 
the  position  of  lenders  without  interest.  I)e})ositoi-s  do  this  to  the  ex- 
tent of  most  of  their  reserves  for  current  spendings,  in  exchange  for 
the  privilege  of  calling  these  deposits  at  any  moment  by  the  process 
of  drawing  a check.  This  is  a ])ainless  and  largely  unconscious  form 
of  lending,  involving  no  increase  of  abstinence.  Expansion  of  de- 
posits through  expansion  of  loans  finds  its  main  base  (aside  from 
adequate  cash  reserves)  in  a quasi-automatic  increase  in  this  ])ainless 
and  unconscious  furnishing:  of  credit. 

Turning  to  the  experience  of  our  actual  partici])ation  in  the  War, 
the  evidence  it  affords  on  the  question  at  issue  is  less  conclusive  in 
one  way  than  the  experience  of  neutrality,  and  stronger  in  another. 
It  is  less  conclusive  in  that  consumption  of  wealth  did  not  actually 
increase;  and  it  is  stronger  in  that  whatever  compensating  effects 
were  secured,  were  secured  in  the  face  of  the  fact  that  it  was  now  our 
own  windows  that  were  being  broken,  as  well  as  those  of  our  Euro- 
]iean  neighbors ; so  that  we  were  no  longer  in  the  position  of  glaziers 
who  might  expect  to  profit  for  quite  obvious  reasons.  The  work  and 
materials  absorbed  by  our  window-smashings  were  clearly  not  a net 
subtraction  from  our  ])rcvious  or  our  normal  activities  but  involved 
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an  increase  in  the  gross  total.  Production  increased  to  a limit  appar- 
ently set  largely  by  congestion  of  rail  facilities  under  an  abnormal 
concentration  of  traffic  at  the  Atlantic  seaboard,  rather  than  by  any 
more  general  and  abstract  law  of  economic  equilibrium.  Economic 
effort,  it  must  be  noted,  increased  more  than  results ; since  war  pro- 
duction was  abnormally  wasteful  and  lavishly  expensive. 

Other  nations  fared  far  worse,  in  this  respect,  than  the  United 
States.  In  France,  for  instance,  the  calling  of  the  army  to  the  colors 
resulted  in  throwing  a still  larger  army  of  unemployed  on  the 
streets : a condition  which  was  only  verj^  gradually  remedied.  Instead 
of  calling  the  existing  unemplo^'cd  into  the  workshops  to  take  the 
})laces  of  those  who  had  gone  to  the  front,  many  shops  were  closed 
because  the  employer  had  gone  to  the  front,  and  his  employees  not 
liable  to  service  were  left  to  find  new  work  if  possible.  Thus  French 
production  fell  off  on  account  of  this  element  of  disorganization,  as 
well  as  on  account  of  the  more  obvious  and  unavoidable  fact  that  the 
first  invasion  had  snatched  from  her  an  area  in  which  a large  section 
of  her  heavy  industries  and  mines  was  located.  In  this  case  the  smash- 
ing of  windows  was  emphatically  not  “good  for  business.” 

I'hirther  evidence  might  be  sought  in  the  general  testimony  of 
studies  of  the  business  cycle,  to  the  effect  that  reviving  demand  acts 
cumulativelv,  at  least  within  fairly  liberal  limits.  This  does  not  prove 
that  an  economic  disaster  brings  an  increase  in  effective  demand  for 
goods ; but  it  indicates  that  such  an  increase  is  not  impossible. 

To  sum  u]) : the  effect  seems  to  depend  on  the  character  and  extent 
of  the  disaster,  on  the  attitude  with  which  it  is  met,  and  on  the  state 
of  the  credit  system  and  of  business  activity  in  general.  A disaster 
which  does  not  cripple  the  machinery  of  production,  of  an  extent 
which  spurs  peojde  to  increased  efforts  rather  than  reducing  them 
to  helpless  despair,  coupled  with  a credit  system  and  an  industrial 
svstem  each  of  which  has  some  unused  ca])acity  for  expansion — these 
conditions  enable  a disaster  to  be  self-repairing  in  part  at  least, 
through  stimulus  to  productive  activity. 

One  of  the  ])enalties  of  increasing  economic  power  is  the  need  to 
find  new  forms  of  consum]ition  in  which  to  embody  it.  This  process 
is  tentative,  riskv,  and  wasteful.  We  are  limited  in  our  imagination 
as  consumers  as  to  the  best  ways  to  use  increasing  spending  power : 
still  more  as  ])roducers  in  devising  economically  ])racticable  goods 
which  will  capture  the  consumers’  unformulated  buying  potentiali- 
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tics.  Nowadays  j^i’oducers  must,  perforce,  try  to  meet  the  consumers’ 
latent  desires  more  than  halfway — to  form  them,  indeed,  in  wavs  ca- 
pable of  successful  and  profitable  gratification.  Rut  this  attempt  is 
inherently  uncertain.  And  there  is,  as  a consequence  ])crha})s  in  part 
of  this  uncertainty  and  of  these  limits  on  our  economic  imagination, 
a tendency  to  waste  capital  in  unimaginative  duplication  of  existing 
tv])es  of  facilities,  to  produce  familiar  goods.  This  being  the  case, 
production  by  these  facilities  is  limited  by  the  limited  demand  for 
these  familiar  things ; the  more  nearly  unlimited  potential  demand  for 
new  goods  being  no  help  to  those  who  have  not  diagnosed  the  })oten- 
tialities  aright.  In  such  a situation,  anything  which  increases  the 
need  for  familiar  tvpes  of  goods  may  be  a blessed  relief  from  the 
very  perplexities  of  progress,  enabling  industry  to  go  ahead  with 
certainty  and  confidence  rather  than  undertaking  the  more  difficult 
task  of  diagnosing  the  consumers’  unknown  potentialities  and  devis- 
ing or  selecting  goods  to  call  them  forth.  W^ith  a known  wastage  to 
make  good,  industrv  can  count  on  what  it  has  to  do  and  on  the  neces- 
sary instruments;  and  it  mav  move  forward  far  more  ra])idlv  and 
easily  in  repairing  the  known  wastage  than  if  it  were  doing  pioneer- 
ing work  in  developing  new  and  untested  demands. 

Will  the  new  demands  therefore  remain  just  so  much  longer  unde- 
veloped and  unsatisfied?  Perhaps  that  question  may  i-emain  for  om- 
niscience to  answer. 


CHAPTER  VI 


THE  NATURE  OF  WAR  COSTS  (Continued) 

One  matter  which  should  not  long  detain  us  is  the  question  whether 
war  is  or  is  not  in  itself  a “]Ji'oductive  act.”  Our  task  is  to  find  what 
this  act  cost  rather  than  to  dispute  over  its  proper  classification. 
Certainly  no  time  will  be  wasted  over  the  question  whether  war  is  a 
rational  ])rofit-making  enterprise  for  a modern  nation.  So  far  as  con- 
cerns the  United  States  and  the  World  War,  this  study  should  fur- 
nish some  basis  for  a conclusion  as  to  whether  we  gained  or  lost  bv 
our  ])articipation.  During  our  neutrality,  as  distinct  from  our  par- 
tici})ation,  there  can  be  little  doubt  that  we  gained;  and  there  is 
equally  little  doubt  that  some  other  neutral  nations  suffered  heavy 
losses.  Rut  this  is  a separate  question. 

Another  form  of  the  (juestion  is  the  claim  that  the  gratification  of 
all  desires  is  equally  productive ; and  that  if  a nation  wants  a war 
fought,  and  spends  its  resources  in  this  wav,  this  is  no  less  “produc- 
tive” than  shooting  off  ])eaceful  fireworks  or  hiring  moving-picture 
actors  to  risk  their  lives  in  perilous  “stunts.”  Another  view  likens 
war  to  the  ])olicemaTi  or  the  vigilance  committee;  or  rather,  to  the 
still  cruder  and  more  wasteful  means  that  would  have  to  be  followed 
to  settle  disputes  and  ])rotect  life  and  pro])erty  if  there  were  no 
])olicemen  or  vigilance  committees.  With  this  view  no  issue  will  be 
taken  here.  It  cannot  erase  the  obstinate  fact  that  war  is  an  afiair  of 
mutual  defeat  as  the  raising  of  wheat  is  not.  Activities  of  mutual  de- 
feat  will  rej)av  all  the  scrutiny  we  can  give  them,  both  within  and 
without  the  bounds  of  “normal”  business.  But  all  this  is  beside  the 
])oint  of  what  the  War  actually  cost:  and  the  only  reason  for  bring- 
ing u|)  the  (juestion  is  that  it  enters  into  one  of  the  estimates  of  na- 
tional income  made  by  the  National  Bureau  of  Economic  Research, 
which  constitute  one  of  the  most  valuable  sources  of  material  for 
gauging  the  effect  of  the  War  on  the  nation’s  economy.  Here  the 
“value  product  of  government”  is  reckoned  as  equal  to  the  wages 
and  salaries  it  pays  to  all  its  servants,  including  the  army  and 
navy.  As  a result,  this  “value  product”  was  enormously  increased  by 
our  entry  into  the  War.  If  private  industry  exactly  filled  the  gaps 
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left  in  its  ranks  bv  the  enlistment  of  millions  of  soldiers  and  sailors, 
and  turned  out  as  much  output  cis  before,  then  the  nation’s  total 
“value  product”  would  have  increased  hj  the  whole  pay  of  arm}', 
navy,  and  additional  civil  servants  made  necessary  by  the  War. 

As  an  evidence  of  increased  economic  welfare  tliis  is,  of  course, 
meaningless.  Rut  as  an  evidence  of  economic  effort  it  is  cpiite  correct 
in  princi])le.  It  gives  the  total  from  which  we  must  deduct  the  war 
outlay  in  order  to  measure  the  effect  of  the  AVar  on  tlie  ffow  of  ordi- 
nary “economic  goods  and  service”  to  our  individual  citizens.  There 
are  complications  of  detail,  hut  any  other  method  of  computation 
would  have  created  greater  ones. 

If  pay  of  army  and  navy  had  not  been  counted  as  “value  ])rod- 
uct,”  there  would  still  have  been  the  munitions  and  war  sup})lies 
re})resenting  a diversion  of  man-power  from  })eace  to  war  uses  just 
as  deffnitely  as  the  armed  forces.  These  amounts  would  have  had  to 
he  segregated  from  the  total  war  expenses  and  then  deducted  to  find 
what  was  left  for  peace-time  goods  and  services.  It  is  far  simpler  to 
have  a total  from  which  the  entire  war  budget  can  he  deducted  as  it 
stands;  and  the  total  given  by  the  National  Bureau  serves  this  ])ur- 
pose,  with  some  adjustments  which  can  he  fairly  easily  made.^ 

Two  items  in  the  “value  product  of  government”  raise  somewhat 
puzzling  questions : namely,  interest  ]naid  to  individuals  and  the  sub- 
sistence of  soldiers  and  sailors.  The  item  of  interest  can  hardly  he 
accepted  for  our  purpose,  while  the  item  of  subsistence  is  acce[)tahle, 
in  spite  of  ap])arent  difficulties.'  The  “value  })roduct  of  government” 
is  estimated  at  cost,  for  lack  of  any  direct  estimate  of  value.  On 
this  basis,  interest  might  theoretically  he  computed  on  the  Govern- 
ment’s whole  investment  in  buildings,  public  works,  and  su])])lies; 
save  that  data  for  the  purpose  are  not  available.  Interest  actually 
paid  on  government  debt,  viewed  as  an  index  of  the  cost-value  of  gov- 

^ Tliis  statement  applies  equally  to  the  totals  ajij)earin<i  in  the  National 
Bureau’s  later  study,  in  which  the  estimate  by  sources  of  production  is  aban- 
doned, and  along  with  it  the  assigning  of  a “value  jn-oduct’’  to  government. 

^ One  of  the  purposes  governing  the  National  Bureau  was  to  adopt  a defi- 
nition under  which  the  estimate  of  income  hy  sources  (“value  ])roduets”) 
should  harmonize  with  the  estimate  hy  incomes  received  by  individuals.  In- 
terest paid  to  individuals,  and  subsistence  of  service  men  belong  naturally  in 
the  second  estimate  (jirovided  the  estimate  of  private  incomes  has  deducted 
the  corresj)onding  fn.rc.v)  ; and  this  fact  probably  exj)lains  their  inclusion  in 
the  first. 
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ernment  services,  is  oj)en  to  tlie  criticism  that  it  varies  independentlv 
of  the  actual  cajAtal  investment  used  by  the  Government.  The  War 
left  us  an  enormous  increase  in  interest  charges  and  no  commensu- 
rate increase  in  “used  and  useful”  jiublic  investment — to  apply  the 
test  familiar  in  the  field  of  public  utilities,  where  cost  is  actual!}"  a 
princijial  governor  of  value. 

The  payment  of  the  interest  can  hardly  be  regarded  as  in  itself  a 
service  of  government  constituting  a “value  product”  rendered  to 
the  recipient,  except  in  a sense  hardly  defensible  in  this  connection. 
For  it  is  being  used  as  an  index  of  the  cost-value  of  the  other  services 
of  government.  So  far  as  the  gain  to  the  recipient  is  concerned,  we 
are  justified  in  falling  back  on  the  obvious  character  of  the  pavment 
as  a simple  transfer  of  funds,  creating  no  value. 

Whether  its  inclusion  in  the  national  income  involves  double- 
counting or  not  depends  on  the  treatment  of  the  other  side  of  the 
transfer;  namely,  the  taxes  out  of  which  the  interest  is  paid.  If  the 
taxes  are  deducted  before  figuring  ])rivate  incomes,  then  the  inclu- 
sion of  these  interest  payments  is  not  double-counting.  If  the  taxes 
are  not  deducted,  then  the  money  would  be  counted  twice.  As  some 
taxes  are  treated  in  one  way  and  some  in  the  other,  and  neither  is 
earmarked  as  destined  for  any  particular  class  of  disbursements,  the 
question  cannot  be  literally  answered  as  it  was  put.  It  becomes  a 
question  whether  the  total  of  taxes  deducted  is  in  excess  of  the  total 
of  interest  payments  (and  of  any  other  items  which  may  have  a simi- 
lar purport  in  respect  to  double-counting).  And  for  our  present 
purpose  we  may  further  limit  the  question  to  the  changes  in  these 
classes  of  items  produced  by  the  War.  This  inquiry  will  be  made  in  a 
later  cha])ter,  in  which  the  statistics  of  national  income  are  analyzed. 

Another  item  which  calls  for  some  scrutiny  is  the  subsistence  of 
the  army  and  navy,  especially  in  so  far  as  it  consists  of  goods  pro- 
duced by  private  industry  and  already  represented  in  its  “value 
])roduct.”  It  is  a settled  principle  of  such  national  aggregates  that 
each  industry  is  credited  only  with  the  value  it  adds  to  the  materials 
it  uses,  the  value  of  the  materials  being  the  product  of  previous 
processes  in  the  economic  scries.  In  harmony  with  this,  the  food  fed 
to  soldiers,  and  the  lumber  going  into  their  cantonment  barracks,  is 
the  ])roduct  of  ])rivate  industry  and  not  of  government.  As  to 
whctlicr  its  inclusion  involves  double-counting, the  answer  is  the  same 
as  Avith  interest  on  the  public  debt.  If  the  taxes  that  paid  for  these 
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materials  are  deducted  from  the  “value  product”  of  private  indus- 
ti’y,  then  the  equivalent  should  be  counted  when  the  government 
spends  the  money.  If  the  taxes  were  not  deducted,  then  to  count  also 
the  sjiending  of  the  money  by  government  would  be  to  count  it  twice. 

Rut  while  the  food  itself — or  other  materials — is  certainly  not  a 
“value  product  of  government,”  it  belongs  hero  for  a totally  differ- 
ent reason.  Being  part  of  the  compensation  of  government  employ- 
ees, it  is  part  of  the  cost-value  of  their  services,  which  have  nothing 
to  do  with  raising  food  or  cutting  lumber,  ^'iewod  in  this  light,  the 
amount  mav  appear  twice  without  real  double-counting.  If  gov- 
ernment let  the  soldiers  buy  their  own  food  from  private  dealers  and 
paid  them  enough  additional  money  for  the  pur{)ose,  then  the 
amount  would  appear  twice;  as  “value  product”  of  private  food 
dealers  and  as  ])ay  of  soldiers ; but  there  would  bo  no  suspicion  of 
double-counting.  Incidentally,  in  that  case  the  amount  would  be  con- 
siderably larger  than  it  is. 

The  actual  allowance  for  subsistence  in  the  estimates  of  the  Na- 
tional Bureau  of  Economic  Research  is  not  based  on  a segregation 
of  the  costs  of  furnishing  that  subsistence,  deliyered,  under  war  con- 
ditions, but  on  pre-war  allowances  inflated  by  an  index  of  prices  of 
food  and  clothing.  It  amounts,  for  all  ranks,  to  about  $220  per  year 
in  dollars  of  1913  buying  power.  What  it  cost,  aboye  this  amount,  is 
represented  largely  by  work  done  by  seryice  men  themselves  and  is 
merged  in  their  pay  and  subsistence,  taken  as  a measure  of  the  cost 
of  their  seiwices.  The  final  conclusion  will  be  that  this  combined  fig- 
ure is  a rather  scant  measure  of  the  cost  involved  to  the  country  as  a 
whole  in  taking  these  persons  from  their  peace-time  pursuits.  But 
whatever  figure  we  may  take,  we  must  keep  always  in  mind  that  it  is 
a figure  representing  cost,  not  “utility.”  Its  great  increase  during 
the  AVar  re])resents  an  increase  of  economic  effort,  not  of  economic 
welfare  in  any  accepted  sense.  For  it  is  effort  directed  to  war,  not  to 
peace-time  production. 

There  is,  however,  a true  credit  to  be  allowed  for  the  subsistence  of 
men  in  service.  Regardless  of  all  questions  of  double-counting  for 
supplies,  the  whole  worth  of  the  service  men’s  subsistence  is  a ]>roper 
credit.  This  covers  not  merely  tlie  supplies  themselves  but  the  serv- 
ices rendered  by  men  in  the  service  in  ]mtting  the  goods  where  they 
were  wanted,  when  they  were  wanted,  in  the  shape  they  were  wanted. 
The  large  total  amount  of  the  effort  of  army  and  navy  ])ersonncl 
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spent  on  these  economic  services  ministering  to  subsistence  is  one  of 
the  surjjrising  things  in  a service  supposedly  devoted  to  fighting. 

It  is  reflected  in  the  size  of  the  commissary  and  a jjortion  of  the 
quartermaster’s  departments  and  in  the  huge  “army  behind  the 
front.”  It  includes  its  quota  of  the  cost  of  transporting  supplies 
across  the  Atlantic  and  up  to  the  front.®  It  includes  part  of  the  cost 
of  docks,  cranes,  motor  trucks,  roads,  and  railroads,  built  or  used  or 
repaired  in  this  service.  It  includes  the  work  of  army  cooks,  the  care 
and  transportation  of  army  kitchens,  and  any  work  done  by  the  serv- 
ice men  themselves  in  furnishing  living  quarters.  Even  the  casualties 
incident  to  these  services  might  be  charged  against  them;  but  it  is 
not  necessary  for  our  purposes  to  go  that  far.  One  of  the  regular  off- 
sets to  low  army  pay  is  the  furnishing  of  goods  through  “post  ex- 
changes” at  prices  which  cover  the  cost  of  the  bare  goods  but  not  of 
the  services  involved — services  of  transportation,  handling,  and  mer- 
chandising for  which  the  private  purchaser  often  pays  more  than 
half  of  each  dollar  he  pays  the  retailer.  The  army  may  be  able  to 
perform  these  services  (in  peace-time)  at  lower  real  cost  than  our 
private  commercial  agencies;  but  they  are  still  far  from  costless. 
And  in  time  of  war  the  cost  of  some  of  these  services  becomes  very 
great  indeed. 

For  that  verv  reason  there  is  no  need  of  estimating  the  amount  of 
effort  and  outlay  absorbed  in  this  way.  We  may  simply  accept  the 
fact  that  war-time  subsistence  of  service  men  represents  more  cost 
and  less  comfort  than  typical  peace-time  subsistence.  The  increase  of 
cost  due  to  war  is  a charge  to  cost  of  war,  not  a credit  to  subsistence ; 
hence  we  do  not  need  to  segregate  it  from  other  war  costs.  Soldiers 
eat  more  (when  thev  can),  wear  out  clothes  faster,  and  live  in  quar- 
ters whose  tem])orary  character  makes  them  expensive  per  unit  of 
service  out  of  ])roportion  to  their  quality.  They  betake  themselves  to 
])laces  where  it  is  extraordinarilv  difficult  and  costly  to  get  supplies 
to  them.  The  mere  fact  of  se})arating  the  soldiers  from  their  families 
makes  the  maintenance  of  both  a more  expensive  matter. 

d'he  cost-value  of  these  services,  then,  if  we  could  find  it,  would  be 
merelv  a curiosity,  vastly  more  than  any  proper  credit  for  value  re- 
ceived by  the  service  men.  The  comfort-value,  on  the  other  hand,  can 
be  covered  by  a very  modest  estimate  and  is  certainly  below,  and  not 
above,  the  worth  of  corres])onding  peace-time  subsistence. 

® f^o  far  as  done  by  men  in  government  service. 
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The  bearing  of  some  of  these  points  may  perhaps  be  best  seen  in  a 
simplified  example.  We  ma}-  sup})ose  a nation  with  a national  divi- 
dend of  100  units  of  goods,  produced  by  100  workers  who  receive  60 
per  cent  of  the  product  as  wages.  To  carry  on  a war,  the  govern- 
ment takes  10  workers  into  the  army,  and  buys  120  units  of  goods  as 
war  supplies.  If  the  workers  taken  into  the  army  are  not  replaced, 
and  product  is  reduced  proportionately,  then  the  social  cost  of  their 
army  service  is  10  goods-units,  though  their  former  earnings  were 
only  6 and  their  army  pay  is,  let  us  say,  only  3.  There  are  now  only 
70  workers  making  goods  for  peace-time  uses  and  turning  out  70 
units  of  goods;  120  working  on  army  supplies  and  turning  out  20 
units  of  such  goods,  and  10  in  army  service  producing  whatever  na- 
tional values  the  fighting  of  a war  can  be  said  to  j)roduce.  The  total 
cost  of  this  operation  is  30  goods-units  lost  to  the  ends  of  peace. 

Rut  there  are  credits,  as  has  been  noted.  The  army  uses  I goods- 
units  directly  or  indirecth',  in  feeding,  clothing,  and  housing  the  sol- 
diers, so  that  d out  of  the  20  units  of  army  supplies  may  be  charged 
to  ])eace-time  uses.  And  the  10  soldiers  use  two  man-units  of  time  in 
furnishing  themselves  and  each  other  their  meals  and  other  subsist- 
ence. Thus  2 out  of  10  man-units  of  army  service  are  devoted  to 
peace-time  purposes.  Shall  we,  then,  allow  a credit  of  6 goods-units 
for  soldiers’  subsistence,  reducing  the  cost  of  the  war  from  30  to  2-1? 
This  credit  of  6 would  represent  the  cost  of  the  soldiers’  subsistence, 
but  hard!}"  its  service-value.  The  total  of  armv  pav  and  subsistence 
can  certainly  not  be  taken  as  giving  a better  living  than  was  afforded 
by  wages  before,  presumably  not  so  good.  Perha})s  a fair  credit  for 
army  subsistence  would  be  2 goods-units,  reducing  the  total  war  cost 
to  28. 

The  financial  cost  to  the  goyernment  would  be  a different  matter. 
Instead  of  10  goods-units  re})resenting  lost  product,  there  would  be 
the  money  equivalent  of  3 units  representing  wages  and  I represent- 
ing subsistence  su})plies.  The  subsistence  service,  being  communisti- 
cally  organized,  would  not  ap})ear  in  a financial  estimate.  The  total 
“cost”  of  the  War  would  then  be  simply  20  for  sup])lies  and  3 for 
army  pay.  This  3 not  only  falls  materially  short  of  fully  represent- 
ing the  social  costs  of  taking  men  for  the  army,  but  also  fails  to 
agree  with  the  “yalue  product  of  goyernment”  as  reported  by  the 
National  Bureau  of  Economic  Research ; since  the  latter  includes  an 
allowance  for  subsistence.  To  that  extent  the  work  of  men  in  the 
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army  and  navy  is  the  basis  of  an  item  of  national  income  in  the  Na- 
tional Bureau’s  figures  larger  than  the  corresponding  charge  to  cost 
of  war  in  the  treasury  figures.  This  fact  must  be  kept  in  mind  in 
making  our  final  adjustments. 

But  none  of  these  estimates  is  an  adequate  basis  for  gauging  the 
social  cost  of  taking  men  into  the  army.  Let  us  suppose  that  the  10 
soldiers  are  replaced  by  10  other  workers,  that  work  becomes  less  effi- 
cient but  more  working-time  is  expended  so  that  industrial  output  is 
restored  to  100.  The  places  of  the  workers  are  filled,  but  at  a cost  of 
13  added  work-units  to  replace  10.  Let  us  assume  that  the  ultimate 
human  cost  of  this  replacement-labor  is  no  less  than  that  formerly 
measured  by  .0  goods-unit  per  worker:  and  let  us  accept  that  as  its 
economic  measure.  (Whether  war-time  real  wages-rates  go  up  or 
down  is  not  essential  for  the  present  purpose.)  Then  the  cost  of  fill- 
ing the  places  of  the  soldiers  in  industry  is  measured  by  13  X -6  or 
7.8  goods-units ; or  .78  unit  j:)er  man  taken  into  service. 

Thus  we  have  numerous  ways  of  rating  the  cost  to  the  national 
economy  of  taking  10  men  into  the  army.  One  is  their  army  pay,  3, 
or  their  pay  and  subsistence  supplies,  7.  One  is  their  pay  plus  the  use- 
worth  of  their  subsistence,  both  together  being  reckoned  here  at  5. 
This  figure  corresponds  in  principle  with  the  “value  product”  of  the 
soldiers  in  the  National  Bureau  figures.  Another  figure,  based  on 
cost  of  replacement  in  industry,  is  7.8.  Another,  based  on  the  provi- 
sional assumption  that  the  labor  was  not  replaced,  was  10,  represent- 
ing the  full  ])roduct  of  these  workers.  Strictly  speaking,  it  is  the 
})roduct  of  these  workers  and  the  capital  equipment  they  worked 
with : hut  the  whole  would  be  lost  if  the  workers  stopped  working 
suddenlv  and  were  not  replaced,  leaving  the  capital  equipment  to 
that  extent  unmanned. 

In  the  Ignited  States,  the  places  of  the  soldiers  were,  in  general, 
filled,  though  at  a dispro])ortionately  high  expenditure  of  effort. 
Thus  the  $30-a-month  private  who  had  been  earning  $100  may  have 
cost  $120  worth  of  effort  to  re])lace.  In  this  respect  we  were  fortu- 
nate. In  k’ ranee,  as  already  noted,  industry’s  first  reaction  to  mobi- 
lization was  not  to  fill  the  ]ilaces  of  the  soldiers,  but  to  throw  many 
more  into  involuntary  idleness  and  shrink  the  national  output  much 
more  tlian  in  ])ro]iortion  to  the  number  of  men  taken. 

In  ])rinciple,  then,  the  costs  of  war  may  he  analyzed  into  (1)  addi- 
tional economic  efforts  ])ut  forth,  and  (2)  goods  taken  out  of  the 
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chcannels  of  normal  private  use;  with  a credit  for  any  })rivate  con- 
sumption that  may  be  sustained  by  these  diverted  goods.  Tliere  is 
im])lied  also  a debit  or  credit  for  any  decrease  or  increase  in  total 
output  which  may  be  turned  out  with  the  help  of  the  additional  ef- 
forts. The  “g'oods-units”  are  represented  in  the  statistical  records  by 
the  familiar  “dollars  of  constant  purchasing  power.”  The  meaning 
of  such  units  may  become  somewhat  controversial  when  war  suj)plies 
leap  from  negligible  amounts  to  enormous  fractions  of  the  total  out- 
put, while  relative  costs  and  values  are  quite  unstable. 

This  difficult}'  could  be  avoided  if  statistics  were  available  in  the 
necessary  form,  and  the  whole  process  could  be  sim[)litied  still  fur- 
ther by  confining  the  goods-account  to  goods  devoted  to  the  “uses  of 
peace.”  This  would  mean  private  consumj)tion,  private  investment, 
and — in  ])rinciple — the  peace-time  functions  of  government.  Army 
consumption  would  be  estimated  at  “use-value”  rather  than  at  cost. 
xVnv  reduction  in  this  account  of  goods-income  would  measure  the 
cost  of  war  in  goods,  whether  brought  about  by  taxes,  loans,  or  ris- 
ing prices,  and  regardless  of  the  large  or  small  amount  of  war  sup- 
plies for  which  this  sacrifice  may  be  made  or  their  high  or  low  j)rices 
or  costs  of  production.  Any  extra  efforts  expended  would  constitute 
a further  cost.  These  extra  efforts  would  include  not  merely  those 
needed  to  re])lace  men  taken  out  of  industry,  but  some  allowance  for 
those  taken  from  other  pursuits,  chiefly  education.  Since  there  is  no 
good  way  of  measuring  directly  the  amount  of  real  income  remaining 
for  peaceful  uses  after  war  has  taken  its  share,  we  must  needs  esti- 
mate the  amount  taken  by  war  and  subtract  it  from  the  ayailable 
totals. 

A large  part  of  the  goods  actually  spent  by  this  country  re]u-e- 
sented  loans  to  our  Allies,  and  the  question  arises  of  deduction  for 
the  yalue  of  the  expected  repayments.  This  appears  obvious,  vet  it 
involves  two  questions  of  great  difficulty:  namely,  the  a])])ro])riate- 
ness  of  applying  compound-interest  discounting  in  social  surveys  of 
this  character,  and  the  relation  between  an  international  financial 
payment  and  the  real  income  of  the  nation  to  which  the  payment  is 
made. 

One  difficulty  of  the  discounting  process  is  that  the  funds  loaned 
are  not  industrial  capital  destined  to  be  put  to  uses  increasing  the 
measurable  flow  of  economic  goods  and  so  furnishing  a tangible  basis 
for  the  allowance  of  interest,  as  distinct  from  the  more  intangible 
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basis  afforded  by  speculations  on  the  matter  of  psychic  tiine-per- 
s])ective.  In  lending,  tlie  L'nitcd  States  did  not  reduce  by  just  that 
much  the  industrial  capital  it  would  otherwise  have  employed  at 
home;  and  the  discounting  j:)rocess  does  not  moan  that  if  we  had  kept 
the  funds  we  loaned,  our  production  of  economic  values  would  have 
been,  for  all  future  time,  increased  by  the  amount  of  such  interest; 
nor  that  a dela}'  in  repayment  involves  a loss  of  such  added  produc- 
tivity which  we  should  otherwise  enjoy. 

When  the  Treasury  deducts  approximate!}'  billions  from  its 
estimate  of  war  costs  for  the  worth  of  foreign  obligations,  it  is  put- 
ting a ])resent  value  on  continuing  future  payments  reaching  manv 
years  in  the  future  and  involving  more  than  a little  uncertainty. 
Now  it  so  happens  that  there  are  continuing  war  costs  also  of  long 
duration  and  considerable  uncertainty.  These  consist  mainly  of  the 
costs  of  disability  and  the  losses  suffered  by  the  dependents  of  those 
who  died — or  who  will  die  in  the  future  as  a result  of  war  injuries  of 
various  sorts.  There  are  also  continuing  deficits  on  government 
pro])erties  and  operations;  chiefly  shipping.  Surely  the  most  ra- 
tional course  is  to  sej)arate  these  continuing  items  from  the  costs 
borne  during  the  War,  and  to  offset  them  against  each  other  so  far 
as  may  be  done. 

Whether  the  credits  would  offset  the  debits  cannot  in  the  nature 
of  the  quantities  be  absolutely  proved,  but  such  estimates  as  are  pos- 
sible seem  to  indicate  that  the  amounts  may  approximately  cancel 
each  other.  Tliis  is  a favoral)le  conjecture,  as  the  credits  are  far  more 
likely  to  shrink,  and  the  debits  to  ex])and.  L"p  to  the  present,  the 
debits  have  far  exceeded  the  credits,  in  the  actual  fiscal  transactions. 
The  ^Tterans’  Bureau  alone  is  spending  over  half  a billion  a year, 
while  recei])ts  on  account  of  foreign  war  loans  are  about  200  mil- 
lions. If  ])resent  agreements  are  carried  out  to  the  end,  the  receipts 
may  continue  large  after  the  expenses  have  dwindled;  but  at  no  one 
knows  what  cost  in  tlie  undermining  of  world  economic  stability, 
our  own  included.  In  any  case,  there  seems  not  the  least  ])ossibility 
that  the  sum  of  ]K)st-war  credits  will  exceed  that  of  post-war  debits. 
I.ater,  we  shall  attempt  some  calculation  of  these  debits.  For  the 
])resent  it  seems  clear  that  the  loans  to  the  Allies  are  best  treated  as 
war  costs  as  of  the  time  the  loans  were  made,  without  deduction  for 
the  worth  of  future  re])ayments.  This  corres])onds  to  the  actual  in- 
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cidence  on  our  economic  system.  And  as  post-war  repayments  are  not 
likely  to  outweigh  continuing  war  costs,  this  treatment  will  in  all 
])rohahility  stand  without  need  of  future  reduction. 

A further  question  must  be  raised,  howeyer:  namely,  can  these 
debts  be  paid  in  a way  that  will  enrich  the  American  producing-and- 
consuming  economy,  as  distinct  from  filling  the  federal  Treasury 
and  relieying  taxpayers  of  some  monetary  burdens?  Real  repay- 
ment, it  is  generally  understood,  must  he  in  goods.  And  to  accom- 
j)lish  its  end,  the  goods  must  he  a clear  addition  to  what  we  should 
otherwise  haye  produced  and  enjoyed.  They  must  not,  for  instance, 
displace  our  home  products  and  reduce  our  domestic  output  and 
domestic  employment  by  that  much.  The  fear  of  this  is  seen  in  our 
present  policy  of  increased  tariff  protection.  Rightly  or  wrongly, 
American  industry  does  not  regard  an  increase  of  inqiorts  as  an  as- 
set. And  if  this  eyil  be  ayoided  and  increased  imports  confined  to 
noncompetitiye  goods,  there  is  still  another  danger,  equivalent  to  the 
first  but  less  direct.  If  imports  are  not  increased  sufficiently  to  pay 
the  whole  debt,  and  if  foreign  power  to  buy  our  goods  is  limited  to 
something  less  than  the  imj^orts  (by  the  amount  of  debt  re}>ay- 
ments),  will  this  decrease  the  amount  of  American  production  for  ex- 
port, and  so  have  the  same  ultimate  effect  of  displacing  home  pro- 
duction and  canceling  just  that  much  of  the  gain  our  national 
economy  is  sup])osed  to  receive  from  the  debt  settlements? 

This  question  cannot  be  answered  a priori,  nor  can  the  ])rocesses 
of  statistics  probably  ever  afford  ironclad  ])roof.  Traditional  theory 
might  assume  that  inqmrts  are  a gain  and  that  if  producers  are 
displaced,  they  will  turn  to  something  else.  This  “turning  to  some- 
thing else,”  however,  is  doubtful,  especially  when  rapid  advances  in 
})roductive  power  are  already  freeing  men  and  resources  so  fast  that 
the  search  for  “something  else”  to  produce  is  a crowded  field  of  ac- 
tivity, taxing  our  best  ingenuity.  At  such  a time,  as  we  have  seen, 
the  productiveness  of  industry  may  he  limited  by  demands  of  the 
traditional  sorts,  ])lus  the  not  unlimited  rate  at  which  new  demands 
can  he  developed  and  exploited.  This  being  the  case,  the  claim  that 
repayment  of  war  debts  may  to  some  extent  dis])lace  American  ])ro- 
duction  seems  to  represent,  not  a ]n’oved  fact,  but  at  least  a possi- 
bility. It  is  the  writer’s  conviction  that  these  debts  are  not  fully  col- 
lectible assets : that  if  we  receive  fiscal  payment  in  full,  our  national 
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economy  will  not  gain  that  much  real  wealth,  and  might  conceivably 
even  lose  rather  than  gain/ 

This  is  bound  up  with  another  question : namely,  is  the  impover- 
ishment of  Europe  a gain  or  a loss  to  us,  or  a matter  of  indifference? 
Here  again,  a priori  reasoning  is  not  final.  In  general  it  is  true  that 
the  rich  customer  is  the  more  profitable;  possibly  also  the  rich  com- 
petitor is  likely  to  he  the  less  formidable.  It  is  to  our  selfish  interest 
that  Europe  should  be  prosperous  and  not  impoverished.  In  its  ex- 
treme form,  this  proposition  is  vividly  borne  out  by  the  jjresent 
world-wide  depression.  The  modern  industrial  world  is  organically 
interrelated  and  no  major  jiart  can  prosper  wholly  without  regard 
to  what  is  hajjpening  to  the  other  parts.  A completely  prostrate  and 
bankrupt  Europe  would  be  a calamity  to  the  United  States  which 
must  at  almost  any  cost  be  avoided  or  prevented. 

Nevertheless,  short  of  disastrous  collapse,  the  immediate  effects 
may  be  different  from  the  ultimate  outcome;  and  either  may  depend 
on  particular  conditions ; on  the  kind  and  degree  of  impoverishment 
and  the  way  it  is  met.  The  poor  man  may  not  he  a good  customer, 
but  the  man  in  great  temporary  need,  who  has  credit  or  goods  to 
])ledge,  may  be  the  most  profitable  of  customers,  if  not  the  safest.  A 
strong  nation,  needing  capital  to  get  back  on  its  feet,  has  buying 
])ower  as  well  as  buying  need.  This  process  of  distress-buying  on 
credit  is,  of  course,  inherently  temporary,  but  it  may  last  for  a con- 
siderable term  of  years,  as  witness  our  continued  post-war  selling 
and  lending  abroad,  which  has  a]q)arently  now  come  to  an  end. 

During  this  period  we  have  gained  from  this  trade — what?  Not 
goods,  hut  a creditor  position  representing  claims  to  goods  in  the 
future — claims  at  })resent  postjioncd  and  therefore  mounting  cumu- 
latively-— claims  to  goods  we  do  not  want  to  receive.  This  cannot  go 
on  forever.  If  Europe  is  economically  unsound,  the  credits  we  hold 
are  worthless.  The  ])resent  depression  has  shaken  them,  es])ecially 
at  their  real  source,  the  German  reparations  payments,  and  has  led 

^ Tills  view  receives  some  confirmation  from  the  one-year  moratorium  on 
the  international  debts  which  has  just  been  negotiated  as  these  ]iages  go  to 
jiress.  This  may  not  involve  a recognition  of  the  above  jiroposition  in  full, 
hut  it  recognizes  at  least  that  in  the  present  depression  the  economic  welfare 
of  all  the  nations  is  so  hound  together  that  those  which  can  make  concessions 
have  an  interest  in  doing  so. 
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to  a qualified  one-year  moratorium  which  seems  merely  the  })relude 
to  further  necessary  concessions. 

If  the  settlements  are  resumed  and  continued,  the  interest  pay- 
ments due  us  must  sometime  outgrow  the  further  lendings  of  ])rin- 
cipal,  unless  we  are  to  hold  a mortgage  on  all  the  wealth  of  Eurojje. 
This  condition  is  new  to  our  ex})erience  and  we  cannot  be  sure  if  the 
outcome  will  be  good.  We  know  it  has  bred  much  ill  feeling  already. 
And  whatever  it  may  ultimately  bring,  it  is  the  result  of  the  im- 
poverishment of  Euro|)e.  It  has  given  us  a form  of  wealth  on  which 
we  do  not  know  how  to  realize,  and  a creditor  position  fraught  with 
])ossibilities  of  danger. 

This  condition  is  a joint  I'esult  of  the  profits  of  our  neutrality,  of 
loans  to  our  Allies  during  our  belligerency,  and  of  the  })ost-war 
prostration  and  rebuilding  of  Euro})e.  And  exact  allocation  of  it  to 
these  various  sources  is  not  possible — if  indeed  it  could  serve  any 
useful  purpose  to  distinguish  between  our  war  and  Europe's  war 
after  the  day  when  we  made  Europe’s  war  ours.  It  is  clear,  however, 
that  the  seriously  unbalanced  state  of  our  international  indebted- 
ness occurred  after  we  entered  the  War.  What  had  happened  before 
that  was  the  wiping  out  of  our  former  debtor  balance  and  the  (aj)- 
proximate)  squaring  of  our  accounts  with  Europe.  This  change  in 
our  previous  condition  would  have  occasioned  some  readjustments, 
hut  they  could  hardly  have  been  of  a very  serious  nature.  The  seri- 
ous features  of  the  situation  are  due  to  transactions  following  our 
entry  into  the  War ; and  beyond  that  allocation  can  hardly  go. 

One  last  question,  and  then  the  rest  must  be  ])ost})oncd  until  they 
have  to  be  faced  in  dealing  with  ])articular  sections  of  our  material. 
Are  we  dealing  merely  with  the  costs  s])ecifically  traceable  to  this 
war,  or  with  any  and  all  costs  of  a warlike  nature  occurring  within 
the  period?  The  difference  is  illustrated  by  the  Treasury’s  method 
of  estimating  the  cost  of  this  war,  by  deducting  assumed  normal 
jieace-time  expenses;  so  that  only  the  increase  occasioned  by  the 
War  is  charged  against  it.  On  this  basis  the  “cost  of  the  War”  does 
not  include  the  whole  cost  of  the  army  and  navy  that  fought  it ; 
merely  the  excess  above  the  normal  peace-time  cost  which  wovdd  still 
have  been  borne  if  there  had  been  no  war. 

This  is  logical,  if  we  are  attem])ting  to  measure  the  effects  ])reci])i- 
tated  by  the  assassination  at  Sarajevo;  yet  if  the  cost  of  every  war 
be  reckoned  in  this  M'ay,  the  sum  would  fail  to  include  the  cost  of  do- 
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fense  and  preparedness  for  which  these  same  wars  as  a whole  are  re- 
s^Jonsible.  More  correctly,  perhaps,  responsibility  rests  on  the  likeli- 
hood of  war  as  distinct  from  its  actual  occurrence;  but  the  two  are 
so  insejjarahle  in  fact  that  a sharp  distinction  between  them  seems 
like  a metaphysical  subtlety.  Expense  for  national  defense  is  a form 
of  “overhead  cost”  for  which  allocation  is  difficult  if  not  impossible. 
Certainly  the  peace-time  military  and  naval  establishment  provides 
indispensable  means  for  the  prosecution  of  war  when  war  comes.  And 
if  war  were  a commercial  product  the  accounts  would  include  as  its 
cost  at  least  the  whole  cost  of  military  and  naval  estabhshments 
while  the  war  was  going  on.  One  method  of  accounting  would  re- 
quire them  also  to  include  the  whole  cost  of  ])eace-time  preparedness, 
while  another  method  would  treat  that  as  a “cost  of  idleness”  rather 
than  a cost  of  productive  operation.  But  war  is  not  a commercial 
product,  and  civilization  will  not  admit  that  it  is  a desired  and  de- 
sirable end  of  policies  of  “national  defense.”  One  is  reminded  of  the 
old  question  whether  it  is  logical  to  pay  the  doctor  when  one  is  sick  or 
onlv  so  long  as  he  keeps  one  well.  Whichever  we  do,  his  pay  is  both 
cost  of  sickness  and  cost  of  health  maintenance.  Neither  aspect  ex- 
cludes the  other. 

For  our  purposes,  the  proper  course  is  to  take  note  of  the  peace- 
time costs  of  preparedness,  of  the  added  burden  of  the  late  conflict, 
and  of  the  sum  of  the  two.  This  done,  the  reader  may  do  what  he 
likes  with  the  logical  problems  of  allocation. 


CIIAPTEK  VII 


TPIE  EVIDENCE  OF  FISCAI.  OUTLAYS 

The  economic  resources  devoted  to  war  are  for  the  most  })art  }>aid 
for  by  government,  and  thus  are  represented  in  its  fiscal  budgets, 
either  directly  or  indirectly.  But  the  budgets  include  some  fiscal 
transfers  that  do  not  represent  the  use  of  man-power  or  materials  in 
the  actual  jjcrformance  of  functions,  or  which  misrepresent  them  for 
one  or  another  reason — as  by  ])aving  soldiers  $80  a month  who  are 
worth  a great  deal  more  in  private  em})loyments.  A nation  devotes 
one-fourth  of  its  economic  resources  to  war.  To  do  this  it  will  nor- 
mally have  to  transfer  something  like  one-fourth  of  its  annual  ])ur- 
chasing  j)ower  to  government  to  spend.  If  it  can  accomplish  the 
miracle  of  raising  this  amount  by  taxation,  that  is  an  end  of  the  mat- 
ter. If  it  relies  on  loans,  then  subsequent  budgets  must  carrv  an  addi- 
tional sum  for  interest  which  will  increase  the  budget,  even  though 
the  government  is  putting  forth  })recisely  the  same  material  effort 
as  it  did  the  previous  year.  If  it  follows  the  path  of  currency  infla- 
tion, directly  or  indirectly,  then  the  dollar  magnitudes  of  public  and 
private  economic  efforts  alike  are  distorted,  and  the  government 
may  borrow  chea})ened  dollars  which  it  may  have  to  pay  back  later 
when  their  value  has  increased.  All  these  are  important  facts,  and 
affect  the  amount,  character,  and  incidence  of  the  ultimate  fiscal 
burdens  on  government  and  taxpayers,  but  beneath  them  all  is  still 
the  fact  that  the  nation  has  been  devoting  one-fourth  of  its  resources 
to  war.  The  figures  of  financial  expenses  must  be  searched,  then, 
partly  for  their  own  sake  but  still  more  for  evidence  of  the  use  of 
man-])ower  and  goods  for  the  actual  work  of  war. 

As  shown  in  Chart  IV,  the  ex])enses  of  the  Federal  Government 
mounted  from  less  than  % of  a billion  in  1916  to  over  2 billions  in 
1917,  to  about  13%  billions  in  1918  and  between  18  and  19  billions 
in  1919.  In  1920  they  had  fallen  to  a trifle  over  6 billions,  in  1921  to 
a little  less  than  5 billions,  and  in  1922  they  reached  a])proximate 
stability  at  about  31/2  billions.  Tliese  figures  include  the  loans  to  our 
Allies,  which  represented  immediate  economic  effort  in  the  shape  of 
goods  produced  and  shipped  abroad.  Chart  V,  by  quarters,  gives  the 
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story  in  more  detail,  showing  how  the  expenses  mounted  to  a peak  in 
the  last  tpiarter  of  the  calendar  year  1918.  Eor  that  quarter,  the 
Government  was  spending  at  the  rate  of  about  billions  a year 

or  about  half  the  entire  national  income  of  1910!  Even  allowing  for 
the  shrunken  dollar  in  which  these  war  ex])enses  are  measured,  this 
represents  about  85  per  cent  of  the  national  income  of  1910,  which 
was  a 3'ear  of  unusual  ])rosperity.  Whether  or  not  this  is  an  accurate 
measure  of  economic  effort,  it  clearh'  represents  an  economic  effort 
of  surprising  magnitude  and  intensity. 

Revenues  did  not  keep  pace  with  expenses,  leaving  deficits  (see 
Chart  \T)  which  aggregated  over  23  billions  before  the  budget  was 
balanced  in  1920.  These,  of  course,  had  to  be  met  b}’  borrowings.  In 
fact,  the  borrowings  were  somewhat  larger,  because  the  enormous 
scale  of  financial  operations  called  for  much  larger  sums  of  readv 
cash  than  the  Government  had  been  in  the  habit  of  carrying,  and  the 


CHART  IV. 

Ordhuirij  licvennes  and  Expanses,  Compared  to  Pre-War  Levels. 
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CHART  V. 

Ordinary  Income  and  Expenses,  by  Quarters.^ 


borrowings  had  to  be  large  enough  to  cover  the  necessary  increase  in 
the  “general  fund  balance.”  With  the  end  of  the  War,  most  of  this 
increase  in  ready  cash  was  no  longer  needed,  and  was  applied  at  once 
to  reducing  the  debt.  Some  of  the  increase,  however,  was  permanent, 
as  the  budget  remained  at  more  than  four  times  its  ])re-war  level. 

This  fact  raises  an  interesting  question  which  may  well  be  dis- 
posed of  before  we  pass  on  to  the  attempt  to  interpret  the  war  out- 
lays themselves.  The  whole  post-war  budget  is  so  com])letely  out  of 
touch  with  pre-war  magnitudes  that,  on  the  surface,  no  comparison 
seems  possible,  and  the  question  arises  whether  any  of  our  major  di- 
visions of  expenditure  will  ever  return  to  anything  like  a ])re-war 
normal.  Are  we  not  ])aying  for  the  results  of  the  \Var  throughout 
our  entire  federal  budget.^  Are  we  not  permanentlv  s])ending  more 
on  our  army  and  navy  as  an  aftermath  of  the  War,  and  more  on  the 
civil  functions  of  o'ovcrnment 

This  question  calls  for  an  analysis  of  post-war  ex]ienscs  to  show 
the  sources  of  the  vast  increase.  First,  the  expenses  clearly  due  to 
the  orld  War  must  be  segregated  from  those  wliich  can  fairly 

* I lie  fiscal  year  1915-16,  and  tlie  first  three  quarters  of  the  following  fiscal  year, 
are  shown  as  units  Init  at  (quarterly  rates,  for  purposes  of  conqiarison. 
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claim  to  represent  normal  peace-time  activities  of  government,  in- 
cluding peace-time  outlays  on  army  and  navy.  These  latter  must 
then  be  compared  with  some  standard  of  normal  growth,  first  elimi- 
nating the  increase  due  to  the  shrunken  dollar,  which  affects  govern- 
ment income  equally  with  government  outgo.  And  the  best  standard 
of  normal  growth  consists  of  outla}'s  per  capita  of  the  population,  in 
dollars  of  constant  purchasing  })ower.  There  is  probably  a slight 
tendency  for  both  military  and  civil  expenses  to  increase  faster  than 
population,  but  this  is  a doubtful  quantit}',  and  we  shall  be  on  the 
conservative  side  if  we  first  compare  ])ost-war  ex])enses  with  the  pre- 
war rate  per  capita,  and  then  ask  whether  the  increase  seems  more 
than  would  probably  have  occurred  if  there  had  been  no  war.  This 
analysis  is  attempted  in  Charts  VII  and  VIII. 

Chart  \TI  shows  the  pre-war  and  ])ost-war  outlays  of  the  War 
and  Nayy  De2)artments,  per  capita,  in  1913  dollars.  The  price  index 
used  is  the  Bureau  of  Labor  index  of  wholesale  prices ; which,  while 
not  ideal  for  the  particular  purpose  in  hand,  is  ])robably  as  good 
as  any  index  available  for  the  period.  The  average  outlay  for  the 
ten  years  preceding  the  World  War  is  very  close  to  $3.50  per  capita. 
There  is  also  evidence  of  a long-run  upward  trend  which  would  bring 
the  post-war  normal  closer  to  $1.00.  And  the  post-war  expenses,  up 
to  1929,  average  less  than  $4;. 00  per  capita.  A price  index  of  the 
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CHART  VII. 

Pre-War  and  Post-War  Outlays  of  War  and  Navy  Depart- 
ments in  1913  Dollars  per  Capita  of  Total  Population. 
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“cost  of  living”  type  would  show  a substantially  lower  level  of  post- 
war expenses.  Thus  there  is  no  positive  evidence  that  post-war  mili- 
tary and  naval  expenses,  at  least  up  to  1929,  were  increased  at  all 
by  the  World  War. 

Tlie  actual  outcome  has  undoubtedly  been  the  resultant  of  forces 
working  in  opposite  directions.  Aviation  and  other  technical  de- 
velopments would  have  made  military  and  naval  establishments  more 
expensive  in  any  case.  The  War  stimulated  these  developments,  add- 
ing chemical  warfare  and  tanks  and  stimulating  the  general  motor- 
ization of  land  forces.  On  the  other  hand,  it  left  the  army  with  much 
surplus  equipment  and  the  navy  with  large  forces  of  secondary 
craft,  especially  destroyers,  thus  reducing  the  need  for  replacements 
and  new  construction  until  the  existing  equipment  should  become  ob- 
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solete.  Thus  the  full  effect  of  the  War  on  post-war  armaments  may 
be  only  now  on  the  verge  of  showing  itself,  and  it  remains  to  be  seen 
whether  conferences  on  limitcrtion  of  armaments  will  be  able  to  keep 
it  within  bounds.  At  any  rate,  up  to  the  present  there  has  been  no 
definite  and  substantial  increase  clearly  traceable  to  the  War. 

Chart  \TII  shows  the  analysis  of  the  entire  j)ost-war  budget. 
Slightly  over  half  of  it  is  definitely  chargeable  to  the  World  War 
and  not  to  normal  peace-time  activities,  civil  or  military.  This  half 
consists  of  interest  on  the  public  debt,  sinking  fund,  and  other  debt 
retirements  charged  to  “ordinary  revenues,”  and  expenses  for  the 
care  of  the  World  War  veterans.  It  is  the  remainder,  representing 
civil  and  militaiT  functions,  which  has  to  be  compared  with  the  pre- 
war “normal,”  which  is  here  taken  as  $7.50  per  capita  in  dollars  of 
1913.  The  result  depends  so  much  on  the  tvpe  of  price  index  used 
that  only  the  most  general  conclusions  should  be  drawn.  The  most 
conservative  index,  that  of  wholesale  prices,  already  used,  shows  post- 
war expenses  about  25  per  cent  in  excess  of  the  pre-war  normal,  most 
of  the  excess  being  accounted  for  b}'  civil  and  not  militarv  expenses. 
A more  representative  price  index  would  show  a very  much  smaller 
excess,  practically  all  due  to  civil  functions.  As  these  “civil”  func- 
tions still  include  the  deficits  of  the  Shipping  Board  and  some  other 
items  definitely  left  behind  by  the  War,  we  mav  faiidv  conclude  that 
the  general  civil  activities  of  government  are  not  suffering  from  any 
very  material  post-war  inflation. 

The  progress  of  retirement  of  the  war  debt  is  exhibited  in  Charts 
IX  and  X.  As  soon  as  the  Government  achieved  a surj^lus,  in  1920,  a 
sinking  fund  was  set  up,  with  a basic  annual  credit  of  $253,4'0I,8fi-i 
and  with  the  jirovision  that  as  it  was  used  to  retire  outstanding  debt, 
the  interest  on  the  debt  so  retired  should  continue  to  go  into  the 
fund.^  Betirements  from  this  source  were  about  $260,000,000  in 
1921  (par  amount)  and  have  steadilv  increased  to  nearlv  $370,000,- 
000  in  1929.  In  addition  certain  sources  of  income  were  earmarked 
for  the  reduction  of  the  debt:  chiefly  debt  payments  from  foreign 
countries.  These  debt  retirements  “charo;ed  to  ordinary  rcyenues” 
haye  ayeraged  approximately  half  a billion  for  the  years  1924—29 

^ The  basic  credit  consists  of  2V2  per  cent  on  the  excess  of  Liberty  bonds 
and  Victory  notes  outstanding  July  1,  1920,  above  obligations  of  foreign 
governments  (at  par)  held  at  that  time.  See  Report  of  the  Secretary  of  the 
Treasury,  1929,  p.  16. 
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inclusive,  amounting  to  nearly  $550,000,000  in  the  latter  year.  This 
is  really  surplus  revenue  earmarked  for  debt  reduction,  but  does  not 
appear  in  the  technical  “surplus”  as  reported  by  the  Treasur}’.  The 
fiscal  year  1930  showed  a surplus  of  $181,000,000,  in  addition  to 
these  statutory  debt  retirements.  The  year  1931  showed  the  full  ef- 
fects of  the  depression  in  a deficit  of  $903,000,000,  which  more  than 
oft'set  the  statutory  debt  retirements  and  caused  an  increase  in  net 
debt  of  $1()3,000,000.  Thus,  for  the  first  time  since  the  War,  there 
has  been  not  only  a technical  “deficit,”  but  an  actual  setback  in  the 
process  of  debt  reduction.  This  illustrates  the  basic  principle  that  a 
sinking  fund  will  not  reduce  a debt  unless  there  are  revenues  suffi- 
cient to  bring  about  the  reduction.  The  sinking  fund  is  not  therefore 
useless,  since  it  sets  a dead-line  below  which  a government  with  the 
financial  j)ower  of  ours  will  not  ])ermanently  allow  its  revenues  to  be 
reduced.  Barring  further  wars,  the  setback  to  the  process  of  debt 
reduction  must  be  regarded  as  temjmrary. 

Even  if  there  is  no  substantial  help  from  future  surpluses,  the 
sinkina’  fund  with  its  cumulative  increase,  and  the  other  statutorv 
debt  retirements,  will  wipe  out  the  actual  war  borrowings  by  1950  or 
soon  after.  A reduction  of  debt  ])ayments  from  foreign  countries 
would  post])one  this  date  somewliat.  Nevertheless  tlie  recent  estimate 
* From  Aniwal  Report  of  the  Secretorp  of  the  Treatiurii,  1929,  j>.  12. 
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of  Under-Secretarv  iMills  (made  in  December,  1930)  that  tlie  debt 
might  be  retired  bj  1949,  appears  to  have  been  reasonable  and  not 
unduly  optimistic,  relying  very  little  on  the  doubtful  factor  of  sur- 
pluses. If  he  were  to  make  this  estimate  again  in  the  light  of  the  final 
results  of  the  fiscal  }*ear  1931,  he  would  presumably  advance  the  date 
one  year  on  account  of  the  unexpected  size  of  the  deficit  of  that  year, 
and  possibly  more  on  account  of  the  foreign  debt  situation,  with  its 
likelihood  of  the  necessity  of  further  concessions  bevond  the  mora- 
torium  granted  in  July,  1931;  and  also  on  account  of  the  proba- 
bility of  a lean  season  in  our  own  budget  in  the  years  just  ahead. 
There  certainly  seems  little  likelihood  that  the  Government  will  in 
the  future  achieve  any  such  surpluses  as  were  recorded  in  the  period 
of  post-war  prosperity,  just  closed.  And  hence  there  is  little  likeli- 
hood of  extinguishing  the  debt  before  1950.  To  date,  including  the 
setback  of  1931,  apjjroximately  one-third  of  the  net  war  borrowing 


CHAllT  X. 

Reduction  of  National  Debt  by  Sources. 
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has  been  wiped  out,  leaving  the  total  interest-hearing  debt  something 
over  16 Mi  billions,  the  net  debt  being  some  15%  billions  more  than 
when  we  entered  the  War. 

When  the  debt  is  finally  extinguished,  the  budget  will  be  freed  of 
debt  charges  for  interest,  sinking  fund,  and  kindred  items,  Avbicb  in 
1929  totaled  1,200  millions,  as  Avell  as  of  the  pressure  to  maintain  a 
sur])lus  to  be  used  for  debt  retirement  beyond  what  the  sinking  fund 
])rovides.  And  at  about  the  same  time  the  Avar-time  term  insurance  an- 
nuities Avill  have  expired,  and  the  adjusted  service  compensation  fund 
Avill  have  been  completed,  thus  removing  about  250  millions  annually 
of  further  Avar  charges.  Other  veterans’  items  may  have  increased, 
but  the  net  relief  to  the  budget  can  hardly  be  less  than  1%  billions. 
By  this  time,  if  no  further  Avars  intervene,  government  expenses  will 
be  back  u])on  Avbat  may  fairly  be  called  a ])eace-time  basis.  Until 
then,  taxation  Avill  be  bearing  a lax’ge  continuing  burden  of  AA-ar 
financing. 

There  remains  one  central  problem : the  cost  of  the  War  as  indi- 
cated in  the  fiscal  outlays  of  government.  This  has  been  officially 
estimated  by  the  SecretarA"  of  the  Treasury  at  about  37  billions  to 
June  30,  1929,  including  27  billions  to  the  end  of  the  fiscal  year  1921 
(the  official  termination  of  hostilities  having  been  on  July  2 of  that 
year)  and  about  10  billions  since  that  time,  in  the  form  of  interest  on 
the  ])ublic  debt  and  expenses  of  the  Veterans’  Bureau.  This  is  an 
estimate  of  the  added  cost  of  the  War  above  normal  jAeace-time  out- 
lays, AA'bicb  are  deducted. 

If  total  costs  for  Avar  purposes  are  sought,  the  ansAA’er  is  much 
larger.  These  bad  been  absorbing,  before  the  War,  close  to  70  per 
cent  of  the  federal  budget,  and  the  War  increased  this  total  to  81.7 
])er  cent  in  1917,  to  97.4  per  cent  in  1918,  and  to  98.4  per  cent  in 
1919.  The  jxercentage  then  declined  to  93.7  per  cent  in  1920  and  to 
87.7  ]xer  cent  in  1921,  after  Avbicb  it  fluctuated  about  87  per  cent.^ 
dfiiis  AA'ould  bring  total  outlays  for  Avar  ])urposes  from  1917  through 
1921  to  the  huge  total  of  oA’er  43  billions,  Avitb  about  3 billions  a 
year  during  the  po.st-Avar  ])eriod.  These  percentages  include  large 
items  of  a ])ui'ely  fiscal  character,  and  it  seems  ])robable  that  ex- 
])enditures  on  the  actual  ])crformance  of  AA’ar  functions,  on  a normal 
peace-time  basis  but  at  actually  prevailing  ]>rice  levels,  Avould  baA’e 

" Kstim.-ite  of  Mr.  Edward  1?.  Rosa  of  the  Riircau  of  Standards.  See  .i?;- 
Report  of  the  Secretarij  of  the  Treasury,  1S)27,  ])]).  19-20. 
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amounted  to  about  4 billions  from  our  entry  into  the  War  to  the 
close  of  the  fiscal  year  1921,  or  something  over  3 billions  to  the  close 
of  the  fiscal  year  1920.  These  amounts  may  be  added  to  tlie  further 
costs  of  similar  character  chargeable  to  the  World  War  itself,  to  get 
an  estimate  of  the  total  expenditure  of  economic  resources  for  war 
purposes  of  all  sorts,  while  the  War  was  going  on. 

In  inter])reting  the  treasury  statements  of  fiscal  costs,  it  is  im- 
possible to  make  all  the  adjustments  necessary  to  eliminate  purely 
fiscal  items  and  leave  only  those  which  represent  expenditure  of  so- 
cial resources  for  the  nation  as  an  economic  wliole.  Even  the  major 
adjustments  can  only  be  approximated,  and  the  margin  of  error  in 
these  estimates  is  so  large  as  to  make  the  minor  items  of  little  im- 
portance. These  major  adjustments  include  interest  on  the  public 
debt,  loans  to  foreign  countries,  the  social  cost  re])resented  by  ])er- 
sons  taken  into  the  government  service,  the  “deficits”  of  the  Federal 
Railroad  Administration  and  the  net  outlays  of  the  Shipping  Hoard 
and  Emergency  Fleet  Corporation.  The  adjustments  on  these  ac- 
counts include  both  additions  and  subtractions. 

Interest  on  the  war  debt  through  1921  amounted  to  about  2-14  bil- 
lions— a fiscal  transfer  as  a sequel  to  an  expenditure  in  men  and 
goods  already  represented  in  full  by  the  original  spending  of  tlie 
principal  of  the  loans.  This,  then,  may  be  subtracted  from  the  ])res- 
ent  estimate,  though  not  from  the  sum  of  tlie  fiscal  task  imposed  on 
the  machinery  of  taxation. 

Lender  loans  to  foreign  countries  the  treasury  estimates  deduct  tlie 
estimated  worth  of  the  resulting  claims,  reckoned  at  7,4<70  millions. 
For  the  present  purpose  the  amount  thus  deducted  should  be  re- 
stored, since  the  loans  rejiresented  goods  exported,  and  the  subse- 
quent repayments  are  more  approjiriately  treated  as  an  offset 
against  our  own  continuing  war  costs.  A minor  matter  is  the  fact 
that  this  7, -170  millions  includes*aniounts  resulting  from  sales  of  sur- 
plus war  material  and  relief  srqiplies  on  credit.  The  result  is  to  re- 
duce the  apparent  net  fiscal  loss  on  loans  to  our  Allies,  and  to  increase 
the  a]iparent  costs  of  the  War  De])artment  and  of  European  relief 
by  taking  away  a credit  due  them  on  suiqdus  sup|)lies.  If  this  is  the 
case,  however,  it  is  merely  a matter  of  departmental  allocation  and 
does  not  affect  the  totals. 

The  fiscal  cost  of  persons  in  the  government  service  is  reju’esented 
by  pay,  and  actual  goods  consumed  as  subsistence.  The  social  cost  is 
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better  represented  by  the  real  earnings  these  persons  could  have 
made  in  private  employments  if  there  had  not  been  a war : — in  other 
words,  by  real  wages  at  pre-war  rates.  This  is  a fairer  gauge  of  the 
economic  worth  of  the  man-power  taken. 

Army  and  navy  pay  ]jer  year,  with  the  commodity  cost  of  subsist- 
ence, as  reported  by  the  National  Bureau  of  Economic  Research, 
average  $1,015  for  the  three  years  1917—19.®  If  these  men  had  been 
otherwise  einjdo}’ed  at  average  rates  of  emjjloyees’  compensation  for 
these  same  years,  their  average  reward  would  have  been  $1,055.  At 
1915  rates  of  pay  they  would  have  earned  about  the  same  real  pur- 
chasing power,  so  that  their  value  may  be  set  at  $1,055  war-time  dol- 
lars. Diverting  their  efforts  to  war,  then,  may  be  judged  to  have  cost 
the  national  dividend  about  $40  more  than  their  pay  and  subsistence. 
For  the  whole  amount  of  service-time  represented,  this  amounts  to 
from  200  to  230  millions.  No  attempt  will  be  made  to  make  similar 
adjustments  for  government  employees  not  in  the  armed  services; 
their  pay  may  be  taken  as  more  nearly  representing  the  worth  of 
tlieir  services,  at  least  for  the  general  run  of  employees.  As  for  the 
“dollar-a-year  men,”  no  fiscal  figures  can  measure  their  worth  or 
the  cost  of  withdrawing  them  from  private  industry.  Their  absence 
may  have  been  in  some  small  part  responsible  for  the  fact  that  war- 
time j:)roduction  in  private  industry  was  unusually  costly:  and  to 
that  extent  the  cost  of  diverting  these  men  to  government  service  will 
be  taken  account  of  when  we  come  to  consider  the  general  reaction  of 
the  War  on  national  ]u-oduction  and  the  national  dividend.  But 
there  is  no  way  of  isolating  it. 

The  “deficits”  of  the  Federal  Railroad  Administration  raise  an- 
other difficult  question.  Railroad  rates  did  not  increase  as  much  as 
wages  and  costs  of  materials  and  equi])inent,  and  the  Government 
made  good  the  shortage,  on  ])rivate  and  government  traffic  alike. 
Tlie  result  is  a subsidy  to  an  industry  serving  nonwar  purposes  far 
more  than  those  of  war ; where  the  question  now  at  issue  is  the  extent 
to  which  these  facilities  and  services  were  diverted  from  peace  to  war 
uses,  ajid  the  extent  to  which  government  payments  for  war  freight 
and  troop  movements  failed  to  cover  the  costs  ]iro]ierly  chargeable 
to  them. 

® King,  The  National  Income  and  Its  Purchasing  Po7C'er,  p.  365.  Data 
used  in  tlic  ooinpntation  tliat  follows  from  pp.  56.  60,  122,  130.  of  the  same 
volume. 
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In  the  absence  of  an  extended  survey,  these  amounts  can  only  be 
roughly  estimated.  The  government  business  was  responsible  for  its 
pro  rata  share  of  the  general  shortage  of  net  earnings,  and  some- 
thing more.  First,  government  was  a favored  shipper  on  the  “land- 
grant”  roads,  receiving  a variety  of  concessions  in  rates,  the  aggre- 
gate amount  of  which  is  not  recorded  in  available  form.  Second,  the 
war  business  was  responsible  for  the  congestion  which  increased  the 
cost  of  transportation  in  general,  and  so  is  properly  chargeable  with 
substantially  more  than  its  pro  rata  share  of  costs.  But  so  far  as  the 
payments  made  under  the  government  guaranty  of  ]u-e-war  rates 
of  earnings  merely  meant  that  government  was  paying  the  cost  of 
private  business  which  the  rates  paid  by  private  shippers  did  not 
cover,  to  that  extent  the  “deficits”  are  fiscal  transfers  and  not  meas- 
ures of  economic  resources  devoted  to  war  uses.  Out  of  the  total  fiscal 
cost  of  public  control  of  transportation  systems — 1,565  millions — 
one  may  roughly  estimate  that  not  over  lOO  millions  is  properl v 
chargeable  to  war  business  either  directlv  or  indirectly  via  its  effect 
in  increasing  the  cost  of  business  in  general.^  This  leaves  1,165  mil- 
lions to  be  deducted  from  the  fiscal  estimates. 

There  remains  the  cost  on  account  of  the  Shipping  Board  and 
Emergency  Fleet  Corporation.  These  organizations  spent  3,316  mil- 
lions and  were  left  with  shijis,  plants,  structures,  and  materials  which 
were  worth  only  a small  fraction  of  their  cost.  The  corjmration  con- 
tinued to  operate  shipping  after  the  War,  at  a substantial  loss,  but 
it  has  been  curtailing  the  scale  of  its  operations  until  the  operating 
loss  in  1929  was  only  13%  millions.  Nearly  two-thirds  of  the  origi- 
nal fleet  (in  terms  of  deadweight  tons)  has  been  disposed  of,  mostly 
by  sale,  and  the  remainder  is  carried  on  the  books  at  a valuation  of 
$78,600,940,  together  with  three  millions  in  surplus  materials  for 
sale. 

In  the  Treasury’s  statement  of  war  costs,  the  post-war  deficits  on 
shipping  operation  are  deducted  from  the  value  of  assets  remaining 
June  30,  1921.  So  far  as  these  assets  have  been  sold  since  1921,  the 
valuation  is  based  on  the  result  of  these  subsequent  sales  and  so  is 
removed  from  the  realm  of  speculation,  exce])t  so  far  as  obligations 
representing  credit  sales  may  not  prove  fully  collectible.  The  total 
credit  for  remaining  assets  is  2801/2  millions,  leaving  a net  war  cost 
of  3,0351/1)  millions,  or  9111  per  cent  of  the  total  outlay.  If,  in  the 
See  more  detailed  analysis  in  Cha])ter  X\T,  below,  pp.  2.38,  211— 21 1. 
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ultimate  outcome,  it  should  be  necessary  to  add  something  like  100 
millions  to  this  total,  the  adjustment  would  not  be  material,  com- 
pared to  the  probable  error  of  the  total  figures. 

Some  further  adjustments  should  perhaps  be  made.  The  Sugar 
Equalization  Board  and  the  War  Finance  Corporation  show  net 
earnings  of  nearly  82  millions  which  are  deducted  from  the  financial 
cost  of  the  War,  while  the  Grain  Corporation  shows  a loss  of  25  mil- 
lions which  is  added,  though  the  appropriateness  of  these  deductions 
and  additions  is  doubtful  from  a social  standpoint. 

Summing  uj)  these  adjustments,  we  have  the  following  result. 

Additions  to  Estimate  of  Fiscal  Cost. 


Worth  of  foreign  obligations $ 7,470,000,000 

Adjustment,  cost  of  persons  in  government  service  . . 230,000,000 

Other  adjustments,  approximately 200,000,000 

Total  additions $ 7,900,000,000 

Deductions  from  Estimate  of  Fiscal  Cost. 

Interest  on  war  debt $ 2,746,640,992 

“Deficits”  of  Federal  Railroad  Administration  . . . 1,165,000,000 

Total  deductions $ 3,911,640,992 

Net  addition $ 3,988,359,008 

Treasury  estimate,  war  cost  to  June  30,  1921  ....  27,183,989,752 

Total $31,172,348,760 


pjven  if  these  adjustments  were  all  correctly  made,  we  should  still 
not  have  a gauge  of  the  immediate  war  effort  of  the  nation.  On  the 
one  hand,  deduction  is  still  made  for  smqihis  sup|)lies  sold  or  salable 
at  the  end  of  the  War,  whereas  the  salvage  value  of  these  supjdies  was 
no  deduction  from  the  economic  effort  of  ])roducing  them  at  the  time 
they  were  being  ])roduced.  On  the  other  hand,  many  supplies  were 
bought  from  abroad,  on  which  the  ultimate  economic  effort  of  repay- 
ment, in  goods  and  services,  was  ])robably  in  ])art  j)ost])oned.  These 
two  quantities  tend  to  offset  each  other,  and  data  are  not  at  hand  to 
determine  the  precise  balance  between  them.  In  any  case  they  do  not 
affect  the  ultimate  real  cost  of  the  War,  merely  the  estimate  of  the 
economic  effort  made  at  the  time. 
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To  sum  up,  the  immediate  economic  cost  of  the  War  to  the  nation, 
mainly  in  goods  and  services  devoted  to  war  uses,  so  far  as  repre- 
sented in  the  federal  budgets,  may  he  estimated  at  something  over  B1 
billions.  That  is,  it  consisted  of  goods  and  services  whose  dollar  value 
at  the  varying  price  levels  prevailing  during  the  period  of  war  ef- 
fort adds  up  to  that  amount.  In  pre-war  dollars,  the  amount  would 
of  course  be  far  less.  Whether  it  would  be  worth  more  or  less  in  dol- 
lars of  present  purchasing  power  is  a question  that  may  be  answered 
in  more  than  one  way.  In  general  the  average  })urchasing  power  of 
war-time  dollars  probably  does  not  differ  very  greatly  from  the  gen- 
eral run  of  })urchasing  power  in  the  period  from  1 Off  12  to  19ff9.  In 
terms  of  wholesale  prices,  the  ])urchasing  })ower  of  the  war-time  dol- 
lar was  less  than  that  of  the  post-war  dollar;  in  terms  of  an  index  of 
cost  of  livinff  it  was  fjreater.® 

A price  index  of  expenditures  for  war,  from  1913  to  1919,  in  Dr. 
Knauth’s  study  of  national  income,  follows  fairly  closely  the  course 
of  the  Bureau  of  Labor  index  of  wholesale  prices,  as  far  as  it  ex- 
tends.® The  Government’s  dollar,  then,  shrank  in  buying  ])ower  more 
than  did  the  general  consumer’s  dollar,  in  terms  of  actual  goods.  But 
the  Government  ap|)arentlv  suffered  no  more  than  other  xcholcsalc 
buyers.  For  this  and  for  other  reasons  there  is  still  doubt  whether,  all 
things  considered,  the  public  dollar  did  not  command  as  much  of  ul- 
timate economic  resources,  efforts,  and  sacrifices  as  the  private  dol- 
lar. This  is  a question  incapable  of  exact  answer,  beside  which  the 
uncertainties  of  measurement  of  the  actual  dollar  quantities  involved 
are  of  relatively  minor  importance. 

To  make  an  extreme  case,  if  the  high  prices  of  war  goods,  Ijeyond 
the  general  rise  of  goods  for  common  consunqffion,  merely  meant 
doubled  real  wages  for  shipyard  workers,  doubled  real  jirofits  to  war 
contractors,  in  short,  doubled  real  rewards  to  all  concerned,  then  the 
diversion  of  one-tenth  of  our  dollar  income  to  war  goods  would  have 
succeeded  in  diverting  onlv  one-twentieth  of  our  productive  re- 
sources in  that  direction,  and  another  twentieth  to  serving  the  ordi- 

® The  heavy  decline  in  prices  accom]ianying  the  depression  of  1929-.31  has 
brought  wliolesale  prices  down  to  some  10  per  cent  to  15  per  cent  above  the 
1913  level,  while  cost  of  living  has  lagged  greatly  on  tlie  downward  move- 
ment. Thus  the  present  state  of  prices  is  unsettled  and  tlie  future  unccrtai!i. 

® See  Income  in  the  United  States,  National  Bureau  of  Economic  Re- 
search, 1922,  p.  336. 
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nary  private  ends  of  the  j^roducers  of  the  -war  goods.  This  second 
twentieth  is  an  undesired  diversion,  to  persons  whom  the  nation  has 
no  special  desire  to  reward  in  this  way,  and  in  that  sense  it  is  a cost 
of  the  war-mobilization  of  the  country’s  economic  forces.  But  it  has 
not  been  lost  like  powder  burned  and  ships  sunk.  It  has  made  private 
jjersons  richer.  It  is  a social  cost,  not  because  it  is  a reduction  of  the 
total  income  serving  private  ends,  but  because  it  is  a maldistribution 
of  that  income.  That  is,  provided  we  could  agree  that  it  zeas  a maldis- 
tribution; certainly  we  could  never  agree  as  to  just  which  gains  and 
which  losses  deserved  this  term  and  just  how  serious  the  matter  was. 
How  many  dollars  transferred  from  A to  B are  equal  as  “social 
costs”  to  one  dollar  sunk  in  the  sea  or  burned  up  in  the  Argonne 
offensive?  Only  an  arbitrary  answer  could  be  given:  the  two  are  not 
commensurable  quantities. 

There  were,  of  course,  large  profits  made  out  of  the  War.  But 
they  were  made  out  of  the  private  consumer  as  well  as  out  of  govern- 
ment, and  it  is  not  possible  from  available  records  to  disentangle  the 
two,  or  even  to  say  for  certain  that  the  Government’s  dollar  bore  a 
heavier  load  of  such  profits  on  its  back  than  the  dollar  of  the  private 
consumer.  About  the  only  course  open  is  to  consider  the  government 
dollar  on  a par  with  the  private  dollar,  each  being  taken  to  repre- 
sent the  same  share  of  the  national  income.  The  question  of  warped 
distribution  would  then  remain  for  separate  consideration. 

In  diverting  to  war  the  economic  resources  represented  by  our 
estimate  of  31  billions,  the  Government  incurred  fiscal  responsibili- 
ties that  bulked  larger,  especially  in  their  after-effects.  Against  some 
9V2  billions  loaned  abroad  we  are  scheduled  to  receive  22  billions 
through  some  65  years,  and  against  23  billions  of  net  war  borrowing 
at  home  we  shall  probablv  pay  back  over  36  billions,  principal  and 
interest,  through  a period  of  some  thirty  years.  And  we  shall  prob- 
ably spend  in  the  long  run  as  much  on  the  Veterans’  Bureau  as  we 
are  duo  to  receive  from  foreign  debt  settlements,  and  we  shall  cer- 
tainly spend  it  faster  in  the  first  twenty-five  years  from  the  official 
end  of  tlic  War.  To  date  we  have  spent  some  2 billion  more  on  the 
Veterans’  Bureau  than  we  have  received  on  foreign  debt  settlements 
and  this  amount  is  likely  to  be  trebled  before  the  two  annual  sums 
come  into  balance — if  they  over  do. 

S])caking  in  fiscal  terms,  the  largest  estimate  of  war  outlays  is 
about  341/2  billions  to  Juno  30,  1921,  including  all  foreign  loans.  To 
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this  are  to  be  added  subsequent  outlays  of  over  13  billions  of  interest 
on  our  own  public  debt  up  to  its  probable  retirement,  some  Yj  billion 
of  abnormal  general  expenses  through  19^i3,  and  anv  possil)le  excess 
of  Veterans’  Bureau  expenses  above  the  amounts  we  receive  on  the 
foreign  debt  settlements.  If  the  ^'eterans’  Bureau  ex])enses  are  kept 
within  what  seem  reasonable  bounds,  and  if  the  foreign  debt  settle- 
ments are  fullv  carried  out,  there  will  be  little  or  no  excess  of  cost  in 
the  ultimate  balance  of  these  two  items.  This  makes  a probable  net 
total  of  4<8  billions  to  be  found  out  of  taxes.  What  is  less  uncertain 
is  that  we  must  first  s])end  considerably  more  than  this,  and  then  col- 
lect a I’ebate  from  Europe — if  we  can.  Within  a period  of  something 
over  thirty  vears,  from  1917  to  1950,  the  total  burden  on  taxes  will 
be  over  52  billions  and  probably  in  the  neighborhood  of  51  billions, 
by  Avhich  time  our  own  war  debt  will  be  wiped  out  or  ncarlv  so,  and 
the  payments  on  foreign  debt  settlements  will  be  reaching  their  full 
magnitude.  These  payments,  when  no  longer  subject  to  the  claims  of 
our  own  debt  retirement  program,  should  ])roduce  an  actual  net  in- 
come to  the  Government  above  the  Veterans’  Bureau  exj)enses,  unless 
these  have  in  the  meantime  been  swollen  bv  grants  out  of  j)roportion 
to  the  burdens  reasonably  traceable  to  war  service."  This  excess  of 
income  might  amount  in  fortv  years  to  5 billions  oi-  more. 

Perhaps  when  this  time  is  reached,  if  not  before,  the  matter  of  fur- 
ther revision  of  the  terms  of  the  war  debts  may  look  differently  to 
our  statesmen.  It  is  one  thing  to  place  the  interest  of  the  domestic 
taxpayer  first  when  he  still  has  twenty-odd  billions  of  war  debt  to 
pay  off';  it  may  be  somewhat  different  when  that  debt  is  fullv  paid 
and  when  further  receipts  from  abroad  would  go  to  defray  the  ordi- 
nary expenses  of  operating  our  Government.  The  Government,  as  a 
government,  certainly  made  no  jjrofit  out  of  the  War,  but  faces  a 
minimum  net  fiscal  outlay  of  45  billions  under  the  most  favorable 
conditions.  This  fact  has  been  urged  in  i-efutation  of  the  charge  that 
we  were  unduly  gras|)ing  in  our  claims  for  debt  settlements.  This 
being  the  case,  would  it  not  be  strange  for  us  to  begin  to  make  a 
profit  a generation  after  the  end  of  the  War.^  The  Government  niav 
find  even  a belated  profit  a positive  source  of  embarrassment.  The 
chief  force  which  might  be  capable  of  bringing  about  a revision  ear- 

For  fuller  discussion  of  this  -whole  matter,  see  Chaj)ters  IX  and  X,  and 
Appendix  A. 
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Her  is  a conviction  that  this  country’s  economy  stands  to  lose  more  by 
full  collection  than  by  revision. 

The  three  contingencies  which  are  capable  of  having  a major  effect 
on  the  fiscal  aftermath  of  the  War  are:  large  fresh  l)urdens  for  vet- 
erans’ relief ; a failure  to  collect  from  abroad  the  full  amount  called 
for  in  the  ])resent  delff  settlements ; and  a failure  of  our  own  Govern- 
ment to  balance  its  budget  and  maintain  its  sinking  fund,  resulting 
in  prolonging  the  life  of  our  own  war  debt  and  so  increasing  the  total 
burden  of  interest.  If  all  these  should  do  their  worst,  our  total  fiscal 
burdens  might  mount  up  to  the  100  billions  which  President  Cool- 
idge  mentioned  in  his  armistice-day  speech  of  1928.®  With  ordinary 
good  management  and  good  fortune,  a little  over  half  that  amount 
should  see  the  end  of  them,  even  if  some  further  scaling  down  of  for- 
eign debts  should  be  found  advisable.  An  average  of  2 billions  a year 
in  added  taxes  for  thirty  years,  starting  with  the  fiscal  year  1918, 
when  the  war  revenues  began  to  be  effective,  should  see  us  through, 
even  if  the  war  debts  were  canceled  tomorrow. 

This,  be  it  noted,  is  the  fiscal  burden : the  task  of  collecting  money 
from  taxpayers  and  handing  it  over  to  others — to  businesses  fur- 
nishing goods,  to  bondholders,  to  veterans  or  their  dependents,  etc. 
To  what  extent  does  this  process  of  fiscal  transfer  constitute  an  addi- 
tion to  the  social  costs  estimated  on  the  basis  of  goods  and  services 
diverted  to  war  ])urj)oses.^  To  the  extent  of  the  added  administrative 
costs  of  collection  and  disbursement  (if  these  are  not  already  reck- 
oned in)  and  to  the  further  extent  of  any  cutting  down  of  productive 
activity  which  may  result  from  the  business  incidence  of  the  taxes 
laid,  and  from  the  other  effects  of  the  War  on  l)usiness  both  immedi- 
ate and  ]iostponed.  In  some  foreign  countries,  where  the  ])ost-war 
tax  burdens  are  far  heavier  than  ours,  it  seems  ]irobable  that  pro- 
ductive activity  is  definitely  hampered  thereliy.  Rut  in  our  case  no 
such  effect  is  evident.  In  fact,  our  great  j)ost-war  ])ros]ierity  tends 
on  its  face  toward  the  conclusion  that  the  net  effect  of  all  the  forces 
set  in  motion  by  the  War  has  been  to  stimulate  ])roduction  rather 
than  to  dejiress  it,  at  least  up  to  the  beginning  of  the  dejiression  of 

Ilis  statement  was  in  general  terms:  “It  is  jirobable  tliat  tbe  final  eost 
will  run  well  toward  100  billions.”  (Nerc  York  Times,  November  12,  1028.) 
President  Coolidge  was  api)arentlv  eontem])lating  a growth  in  tbe  Veterans’ 
Bureau  outlays  eom])arable  to  tbe  eourse  of  Civil  War  pensions.  This  it  seems 
reasonable  to  hope  we  ean  eseajie  {see  Cb.n))ter  XIII,  below). 
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1929-30.  This  optimistic  view  should  not  be  accepted  without  criti- 
cal examination,  but  at  any  rate  the  opposite  is  not  j)roved. 

The  Government  clearly  did  not  make  a })rofit  out  of  the  War,  but 
this  does  not  dispose  of  the  question  whether  the  nation  as  a whole 
made  one.  Did  the  War,  and  its  after-effects,  increase  our  national 
productiveness.^  If  the  evidence  is  not  conclusive,  that  lies  in  the  na- 
ture of  the  problem,  since  no  one  can  tell  exactlv  what  would  have 
happened  if  there  had  been  no  war. 


CHAPTER  VIII 


STATE,  LOCAL,  AND  ITII\  ATE  EXPENSES 

Besides  the  lederal  Government,  traceable  fiscal  outlays  for  war 
purjjoses  were  made  by  State  and  local  governments  and  by  private 
organizations.  We  may  take  up  first  the  State  governments,  whose 
ju-incipal  war  outlay  consisted  of  bonuses  to  discharged  service  men. 
The  complete  total  of  outlays  made  and  obligations  incurred  for  this 
pur]iose  has  not  been  compiled,  but  compilations  have  been  made  of 
States  passing  bonuses  through  the  year  1926,  the  amount  of  the 
bond  issues  or  other  fiscal  provisions  made  for  financing  them,  the 
total  of  “funds  allotted,”  and,  for  a majorit}'  of  the  States  in  ques- 
tion, the  major  amounts  actuall}-  spent. ^ Twenty-one  States  are  re- 
ported as  having  passed  some  form  of  veterans’  compensation.  The 
original  enactments  were  mostly  made  in  the  years  1919-21,  inclu- 
sive, though  Vermont  passed  an  act  in  1917,  and  Kansas  in  1923. 
There  has,  naturally,  been  a train  of  supplementary  legislation. 

The  total  amount  of  bond  issues  authorized  for  this  puiq^ose 
amounted  to  $32I,00(),000,  not  including  North  Dakota  and  Ore- 
gon, which  made  provisions  out  of  taxes.  The  total  amount  of  “funds 
allotted”  up  to  1926  amounted  to  nearly  $358,000,000,  while  the 
amounts  actually  spent,  so  far  as  reported,  fall  not  far  short  of  the 
total  allotted,  indicating  that  very  nearlv  $350,000,000  has  been 
spent.  I'he  jirobable  total  of  interest  charges  would  bring  the  fiscal 
burden  u])  to  at  least  $500,000,000. 

This  $350,000,000  is  an  addition  to  the  federal  “soldiers’  bonus,” 
by  which  the  Government  undertook  liabilities  worth  about  2 billions 
at  the  time  they  were  undertaken.  It  is  thus  a substantial  addition  to 
service  compensation,  but  docs  not  make  much  impression  on  the  to- 
tal budget  of  veterans’  care  and  relief,  which  will  probably  mount  up 
to  at  least  20  billions." 

^ Comj)ilations  made  by  tlie  Legislative  Reference  Service  of  the  Library 
of  Congress,  wliieli  has  kindly  fnrnisbed  copies  to  the  writer.  The  States  re- 
ported are  California,  Illinois,  Iowa,  Kansas,  Maine,  Massaebusetts,  Michi- 
gan, Minnesota,  Missouri,  Montana,  New  Hampshire,  New  Jersey,  New 
York,  North  Dakota,  Ohio,  Oregon,  Rhode  Island,  South  Dakota,  Vermont, 
t\'ashington,  and  MJseonsin. 

^ See  Chapter  XIII,  below. 
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The  total  number  of  soldiers  furnished  by  these  twenty-one  States 
(not  including  other  service  persons)  was  over  ^ million,  indicating, 
with  sailors,  marines,  and  others,  a total  of  about  \-2  million  service 
persons  of  all  classes  potentially  eligible  for  comjjensation.®  This 
makes  the  average  compensation  per  person  potentially  eligible 
amount  to  about  $140.  The  average  for  those  actually  receiving 
compensation  would,  of  course,  be  higher. 

It  is  of  interest  to  note  that  of  the  fourteen  States  furnishing  the 
largest  numbers  of  soldiers  eleven  are  included  in  the  list.  Tlie  list 

O 

includes  all  the  New  England  States  except  Connecticut,  and  all  the 
Pacific  Coast  States.  It  includes  most  of  the  northernmost  States, 
while  the  South,  including  the  tier  of  States  from  Texas  to  Arizona, 
is  not  rejn-esented.  The  amounts  of  individual  compensation  vary 
from  $10  per  month  of  service,  or  a flat  maximum  of  $100,  to  $1.00 
per  day  of  service  in  the  case  of  Kansas.  In  two  cases  the  compensa- 
tion takes  the  form  of  aid  in  acquiring  a farm  or  home,  and  in  two 
cases  educational  ex})enses  are  es])ecially  provided  for. 

In  addition  to  direct  conq)ensation,  other  })rivileges  have  been 
granted  to  veterans  by  the  States,  chiefly  in  the  form  of  preference 
in  civil  service  a])pointments.  Wliether  this  involves  any  financial 
burden  cannot  be  determined.  Certainly,  if  it  does,  the  amount  can- 
not be  estimated. 

Resides  the  compensation  of  veterans,  the  States  incurred  some  ex- 
penses for  care  of  veterans  in  institutions,  and  for  various  war 
activities  while  the  War  was  going  on.  These  latter  are  partiallv  re- 
ported in  Financial  Statistics  of  States,  bv  the  Bureau  of  the  Cen- 
sus, while  its  Financial  Statistics  of  Cities  adds  something  to  the 
totals.  These  reports  cover  thirty-one  States,  and  the  largest  cities. 
There  is,  however,  no  uniformity  in  the  accounting  methods  of  allo- 
cation, and  therefore  the  totals  simplv  mean  the  amounts  which  the 
accounting  officials  in  each  governing  body  have  found  it  practicable 
to  allocate  to  the  War.  Tlie  amounts  so  reported  amounted  to 
$20,411,432  in  1918  and  $15,821,637  in  1919.  In  view  of  the  partial 
nature  of  these  reports,  it  seems  fair  to  ]dace  a minimum  figure  of 
$50,000,000  on  these  expenses,  while  the  actual  total  may  well  run 
above  $100,000,000. 

Tills  figure  does  not  include  the  outlays  for  militia  and  armories, 
which  are  not  strictly  war  expenses  in  the  special  sense  of  being  de- 

® See  Leonard  .\yres,  The  War  with  Germany , pp.  22,  23. 
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voted  directly  to  the  fighting  of  this  particular  war.  The  training 
afforded  in  the  years  before  the  War  to  inenibers  of  the  National 
Guard  who  subsequently  served  in  our  National  Army  is,  of  course, 
an  ex])ense  which  could  quite  2->roperly  be  charged  to  the  World  War 
in  a more  general  sense.  Rut  this  expense  cannot  be  segregated.  The 
exjjenses  for  militia  and  armories  do  not  seem  to  have  been  increased 
during  the  War;  rather  reduced,  if  the  shrinkage  of  the  dollar  is 
taken  into  account.  In  1915  they  amounted  to  $7,507,000,  in  1918 
to  $9,193,000,  in  1919  to  $7,358,000,  and  in  1923  to  $10,836,000. 
This  does  not  reveal  any  excess  amount  strictl}^  chargeable  to  the 
World  War. 

In  addition  to  States  and  cities,  much  war  work  was  done  by  pri- 
vate organizations.  The  chief  ones  of  these,  officially  endorsed  by  the 
United  States  Government,  were  the  Red  Cross,  the  Y.M.C.A.,  the 
Y.W.C.A.,  the  War  Camj)  Community  Service,  the  Knights  of  Co- 
lumbus, the  Jewish  Welfare  Board,  the  American  Library  Service, 
and  the  Salvation  Army.  The  total  amount  subscribed  by  the  jDublic 
to  these  various  organizations  has  been  estimated  at  a23]:)roximately 
$560,000,000.  It  is  also  estimated  that  several  hundred  millions  were 
S})ent  on  war  relief  work  by  allied  organizations  which  found  their 
chief  sup])ort  in  the  United  States.^  It  is  interesting  to  note  that  the 
Red  Cross  had  a suiq^lus  of  funds  left  over  from  war  contributions, 
and  has  devoted  these  funds  to  the  relief  of  veterans.  This  surplus  is 
only  now  on  the  j:)oint  of  exhaustion.® 

To  sum  u}),  it  a|j])ears  that  the  fiscal  expenditures  by  States,  lo- 
calities, and  private  organizations  have  amounted  to  more  than  one 
billion  dollars  at  the  lowest  estimate,  and  probably  several  hundred 
million  more.  The  outlays  of  money  and  services  made  by  individuals 
directly  constitute  another  large  total,  but  one  which  it  is  hojDeless  to 
attenq)t  to  reduce  to  figures. 

The  amounts  representing  social  outlays  of  goods  and  services 
during  the  War  include  nearly  all  of  the  $560,000,000  spent  by  ]u-i- 
vate  agencies,  the  $50,000,000  or  more  of  State  and  local  expendi- 
tures, and  most  of  the  undetermined  amount  estimated  at  “several 
hundred  millions”  s])ent  hy  allied  organizations  relying  largely  on 
American  sup])ort.  The  total  may  be  put  roughly  at  $800,000,000 

■*  F.ettcr  from  Mr.  Pierce  tVilliains,  executive  of  tlie  National  Bureau  of 
Eeouoiuie  Heseareli. 

Aerc  York  Tivicn,  October  1*2,  1‘KIO. 


STATE,  LOCAL,  AND  TRIVATE  EXPENSES 


121 


to  $900,000,000.  The  $350,000,000  of  State  veterans’  compensa- 
tion, with  subsequent  interest  charges,  comes  in  the  class  of  post-war 
fiscal  transfers  and  does  not  materially  affect  the  underh’ing  aggre- 
gate cost  of  the  War  to  the  national  economy  as  a whole. 

Adding  these  to  the  totals  obtained  from  the  federal  figures,  the 
immediate  social  cost  of  the  World  War  may  be  estimated  at  32  bil- 
lions. Fiscal  outlays  for  the  World  War  during  the  ])eriod  1917-21, 
inclusive,  came  to  perhaps  35l/o  billions,  with  some  4 billions  more 
spent  for  general  war  purposes  not  traceable  to  this  particular  war. 
And  vdtimate  probable  fiscal  outlays  traceable  to  the  World  War,  on 
the  assum])tion  of  full  payment  of  foreign  debt  settlements,  may 
amount  to  nearly  48  billions ; while  they  are  fairly  certain  to  exceed 
53  billions  bv  1947  or  1950,  before  the  foreign  debt  settlements  be- 
gin to  exceed  our  own  post-war  outlays  and  afford  a ])ost})oned  re- 
bate. The  ultimate  net  social  cost  may  be  estimated  at  anything  from 
the  original  32  billions  up  to  50  billions  or  more,  according  as  one 
does  or  does  not  believe  that  the  foreign  debt  settlements  will  consti- 
tute a real  net  addition  to  our  available  national  income  of  ultimate 
goods  and  services. 

For  purposes  of  comparing  the  war  costs  with  the  estimates  of  na- 
tional income,  they  need  to  be  allocated  to  calendar  years  instead  of 
the  fiscal  }'ears  in  which  the  fiscal  statements  a])pear.  For  this  pur- 
pose the  quarterly  statements  furnish  a serviceable  basis.  The  deduc- 
tions for  fiscal  transfers  which  do  not  represent  national  outlays  of 
goods  and  services  are  heavier  for  the  later  years.  Interest  on  the  war 
debt  alone  mounts  from  nothing  at  the  beginning  of  1917  to  a])- 
proximately  one  billion  dollars  for  1920.  By  calendar  years,  then, 
the  real  social  outlays  for  prosecuting  the  War  may  be  roughly  esti- 
mated as  follows:  for  1917,  6 billions;  for  1918,  16  billions;  for 
1919,  9 billions,  and  for  1920,  1 billion. 


CHAPTER  IX 


now  THE  BURDEN  WAS  BORNE:  EVIDENCE 
FROM  STATISTICS  OF  NATIONAL  INCOME 
AND  PRODUCTION 

It  is  an  undoubted  fact  that  this  country  bore  the  burden  of  the 
W ’^ar  without  any  marked  or  serious  privations  for  the  people  as  a 
whole.  Superficial  observation  of  the  lavish  spendings  of  a consid- 
erable number  of  war  workers  has  led  some  to  conclude  that  labor 
“profiteered”  largehy  while  similar  general  impressions  of  huge  war 
profits  sustained  the  belief  that  “capital”  gained  also ; and  that  the 
cost  of  the  War  was  substantially  met  out  of  increased  25i’oduction, 
without  any  inroads  on  consumjjtion.  It  is  true  that,  by  certain 
methods  of  comijarison,  both  wage-earners  and  “capital”  made  some 
gains;  but  by  equally  justifiable  standards  they  could  be  shown  to 
have  lost.  And  by  no  stretch  of  the  methods  of  statistical  conq:>arison 
is  it  possible  to  sustain  the  claim  that  the  War  jiaid  for  itself  while  it 
was  being  fought.  The  only  possible  basis  for  such  a conclusion,  in 
the  face  of  the  sober  evidence  of  statistics,  is  the  extremely  dubious 
assumjjtion  that  the  War  caused  the  whole  of  our  post-war  “jDros- 
j)erity”  but  did  not  cause  the  j)resent  depression.  It  was  ju’obably  in 
some  measure  res|)onsible  for  both,  but  to  what  extent  can  never  be 
})roved. 

Aside  from  this  j)ossibility,  the  idea  that  the  War  was  self-sustain- 
ing is  clearly  out  of  the  question,  in  the  nature  of  the  case.  At  the 
height  of  our  war  effort,  during  the  calendar  year  1918,  we  devoted 
to  the  War  some  lb  billions’  worth  of  goods  and  services  out  of  a total 
national  income  of  something  over  (10  billions,  or  over  one-fourth  of 
our  total  income.  To  have  done  this  out  of  added  output  would  have 
required  an  increase  of  one-third  above  normal  ])eace-time  jiroduc- 
tivity ; and  no  such  increase  took  ])lace.  Our  whole  war  ex})enditure 
during  something  like  three  years  from  our  entry  into  the  struggle 
amounted  to  materially  more  than  one-half-year’s  total  national 
dividend,  or  one-sixth  of  our  total  economic  effort  during  the  three 
years.  To  be  self-sustaining,  this  would  require  an  increase  of  20  per 
cent  in  national  product  above  a ])eace-time  normal  for  the  whole 
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three-yccar  j)eriod,  and  something  more  to  make  ujj  for  the  post-war 
depression.  And  there  was  clearly  no  such  increase  as  this. 

In  fact,  the  figures  leave  no  real  doubt  that  our  })roduction  for  the 
whole  war  period  was  below  the  normal  upward  trend  of  peace-time 
output  and  not  above  it,  even  though  such  a “normal  trend”  can 
never  be  accurately  determined.  Some  increases  there  were,  to  be 
sure.  The  demands  of  war  unleashed  great  amounts  of  2)roductive 
effort.  But  they  also  imposed  handicaps  and  wastes,  and  in  manufac- 
tures at  least  the  yield  of  the  war  effort  was  definitely  below  normal 
in  proportion  to  effort  expended.^  IVar  production  was  expensive 
production,  aside  from  the  confusing  effects  of  the  inflation  of  dollar 
values.  Output  increased  greatly  in  1916,  and  again  somewhat  in 
1917,  but  fell  off  again  in  1919;  and  the  average  for  1917—19  was 
apparently  not  very  different  from  the  high  level  already  reached  in 

1916. 

In  one  sense  it  may  be  true  that  the  cost  of  war  came  out  of  in- 
creased output.  Taking  the  least  prosperous  pre-war  }'ear  as  a start- 
ing point,  the  increases  in  “realized  income”  during  the  whole  war 
period,  including  that  of  our  neutrality,  may  have  equaled  that  part 
of  the  cost  of  the  War  which  was  met  from  increased  taxation.  Tims 
the  rest  of  the  war  cost,  which  was  met  b}'  borrowing,  corresponded 
to  decreased  consum})tion  but  was  largely  balanced,  for  the  country 
as  a whole,  by  private  “savings,”  personal  and  corporate,  and  thus 
did  not  figure  as  a net  loss  of  private  income.  But,  of  course,  these 
“savings”  represented  no  national  productive  assets  and  the  amounts 
so  contributed  represented  national  costs  as  definitely  as  taxes. 
There  is,  however,  one  mitigation.  There  are  indications  that  some- 
thing like  5%  billions  of  the  war  borrowing  came  from  corpora- 
tions: that  is,  from  sources  which  do  not  ap|>ear  in  the  “realized 
income”  of  King’s  estimates.  Business  taxes  and  other  adjustments 
(to  be  discussed  later)  might  add  2 or  3 billions  more.  This  leaves 
only  about  24  billions  to  come  out  of  “realized  income,”  and  brings 
the  remainder  prol)ablv  little  more  than  13  billions  below  the  1914 
level,  indicating  that  much  retrenchment  beyond  that  of  1914. 

This  1914  level  is,  of  course,  well  below  normal,  and  any  normal  or 
secular  ui^ward  trend  is  forgotten  when  we  sinqdy  ask  how  the  war 
years  compared  with  1914.  This  does  not  tell  us  how  much,  if  at  all. 

The  author  lias  developed  this  point  in  “Inductive  Evidence  on  Marginal 
Productivity,’’  Arner.  Econ.  Rev.,  September,  1928,  pp.  HO  ff. 
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tlie  national  income  was  increased  as  a result  of  the  War,  beyond 
what  it  would  otherwise  have  been.  It  is  chiefly  of  interest  as  a way  of 
comparing  war-retrenchment  with  that  of  what  passed  for  hard 
times  before  we  entered  the  War.  The  war  retrenchment  was  far 
greater. 

One  way  of  approaching  this  problem  is  to  take  the  1913  rate  of 
income  per  capita  as  a point  of  dej)arture,  and  see  how  great  was  the 
total  margin  of  income  in  subsequent  years  above  the  amount  needed 
to  furnish  this  1913  standard  to  the  population  of  the  later  years. 
The  result  is  shown  in  the  accompan3dng  tahle.^ 


Year 

Total  realized 
income,  current 
dollars  (millions) 

Current  dollars 
needed  to  furnish 
1913  purchasing 
j)0wer  per  capita 

Difference 

Approximate 
■war  cost 

]913 

1914. 

35,723 

35,647 

35,723 

36,800 

— 1,153 

1915 

37,205 

37,560 

— 355 

1916 

43,288 

41,000 

-1-2,288 

1917 

51,331 

48,500 

-1-2,831 

6,000 

1918 

60,408 

57,800 

4-2,608 

16,000 

1919 

65,959 

66,200 

— 25P 

9,000 

1920 

73,999 

77,250 

— 3,249^ 

1,000 

No  reliance  should  be  })laced  on  the  precise  figures  of  difference  be- 
tween the  actual  income  and  the  amount  needed  to  maintain  the  1913 
standard,  as  these  are  comparatively  narrow  margins  of  difference 
between  large  totals  which  are  themselves  subject  to  considerable 
error.  Indeed  the  same  is  true  throughout  the  calculations  made  in 
this  chapter.  Wherever  fractions  of  billions  appear,  they  do  so 
rather  for  convenience  in  expressing  the  outcome  of  a particular 
com])utation  than  because  the  precision  of  the  data  justifies  them. 
I^sually  it  does  not.  Rut  the  general  character  of  the  stoiT  fhe  fig- 
ures tell  is  ])rohahl_v  fairly  reliable. 

^ Data  from  King,  The  Naiional  Income  and  Its  Purchasing  Power,  Na- 
tional Bureau  of  Economic  Researcli,  1!)30.  Column  3 computed  on  the  as- 
sum])tion  of  the  same  ])creentage  of  ])riee  inflation  as  found  by  King  for  the 
national  income  as  a whole,  resulting  from  a eom])Osite  of  different  index 
numbers  for  different  groups  of  incomes.  Comj)utations  were  made  by  slide- 
rule  and  arc  therefore  only  a]ii)roximatcly  accurate. 

® These  two  figures  ajipear  decidedly  doubtful,  for  reasons  which  will  ap- 
))car  as  the  discussion  proceeds. 


HOW  THE  BURDEN  WAS  BORNE 


125 


It  appears  that  the  countr}’  could  have  devoted  well  over  5 billions 
to  war  in  1917-18 — the  true  figure  is  likely  to  he  even  larger — and 
still  have  had  left  for  peace-time  uses  as  much  income  per  capita  as 
in  1913.  This  amounts  to  approximately  one-fourth  of  the  actual 
war  outlay  for  these  years.  Or  it  could  have  devoted  some  614 
lions  in  the  three  }'ears  1917—19  and  still  have  had  as  much  left  as  in 
1915.  This  is  about  one-fifth  of  the  war  outlay  for  these  three  years. 
At  least  this  much  of  the  war  cost  we  may  assume  was  defrayed  out 
of  increased  national  income.  The  true  amount  of  increased  produc- 
tion is  undoubtedly  considerably  larger,  as  has  been  indicated.  On 
the  other  hand,  this  favorable  showing  is  largely  canceled  if  account 
is  taken  of  the  shortages  of  income  in  19~0-!^1. 

There  was,  then,  increased  income,  but  it  was  not  costless;  far 
from  it.  It  had  to  be  produced  by  men  and  women,  some  of  whom 
would  not  normally  have  been  working  in  industrv,  some  of  whom 
worked  at  unfamiliar  tasks,  and  subject  to  unfamiliar  dangers,  often 
for  long  hours  and  under  heavy  pressure,  frequently  in  congested 
housing  conditions  or  unable  to  find  housing  reasonablv  near  their 
places  of  work.  In  all  these  ways  this  excess  war  income  re])resentcd 
more  than  normal  human  sacrifices  of  })roduction.  At  this  price  we 
were  saved  from  having  to  meet  the  whole  cost  of  the  War  out  of 
retrenchment  from  our  pre-war  level  of  expenditures. 

Not  all  this  retrenchment  was  in  actual  current  consumption  of 
goods,  and  therefore  it  does  not  accurately  rej^resent  the  real  tight- 
ening of  the  consumer’s  belt.  iMuch  of  it  re})resents  a decrease  in  ex- 
penditures on  what  may  be  called  the  consumer’s  capital  account : on 
the  maintenance,  replacement,  and  increase  of  our  national  stock  of 
durable  consumption  goods.  The  decline  in  ])rivate  building  con- 
struction is  only  one  leading  example.  As  for  industrial  capital,  we 
haye  seen  how  the  boom  of  1915—16  provided  us  with  a considerable 
part  of  the  ])roductive  ca})acity  with  which  we  fought  the  War.  d'he 
war  3’ears  saw  a continued  building  up  of  caj)ital  at  more  than  nor- 
mal rates,  except  })erhaps  for  1918.  Corporate  savings  in  1917—19 
were  large  enough  to  absorb  billions  of  I.iberty  bonds  and  still  have 
more  than  a normal  amount  left  over  in  dollars  of  1913  buving 
power,  and  new  ca])ital  invested  in  corporations  by  individuals  was 
also  above  normal  for  these  same  years,  in  dollars  of  1913  buying 
power.^ 

“ Based  on  tables  in  King,  op.  cit.,  pp.  21(5,  280. 
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However,  tliese  corporate  savings  are  xery  doubtful  quantities  in 
view  of  the  uncertainties  of  accounting  practices  in  a time  of  radical 
2>rice  inflation.  The  new  funds  invested  are  a more  reliable  evidence 
of  what  was  happening  to  caj^ital.  It  may  also  be  that  even  genuine 
investments  made  in  war-time  were  in  tyjDes  of  equijmient  which  had 
little  permanent  peace-time  value.  But  they  afford  fair  evidence  that 
the  war  burden  was  not  shifted  on  to  the  capital  account  by  allowing 
the  national  jilant  to  run  down — excejot  to  some  slight  extent  in 
agriculture.  Wdiat  did  not  come  out  of  increased  production  had  to 
come  out  of  decreased  private  spending  bv  consumers. 

A word  as  to  the  ajjpropriateness  of  the  figures  of  “national  in- 
come” we  have  been  using  for  this  particular  j^uiqjose.  They  are 
based  on  “realized  income”  received  by  individuals,  and  thus  cor- 
porate savings  and  taxes  paid  by  businesses  directly  are  not  in- 
cluded. Physical  jjroduction,  if  we  had  adequate  measures  of  it, 
might  be  a more  apj^ropriate  figure.  The  “total  realized  income”  of 
King’s  latest  study  agrees  remarkably  closely  with  Day’s  index  of 
jDhysical  production  (which  goes  through  1919),  but  the  index  of 
physical  production  comjDuted  by  Professor  Copeland  and  appear- 
ing in  Recent  Econojuic  Changes  shows  a stronger  ujDward  trend 
for  the  war  years,  and  even  more  so  for  1920.®  In  Cojieland’s  index, 
1917,  1918,  and  1919  are  all  above  1916,  and  1920  is  highest  of  all. 
Even  this  index,  however,  shows  a downward  trend  from  1917  to 
1919.  This  ])roduction  index  fluctuates  far  more  violently  than 
does  the  “realized  income”  figure  in  the  activity  of  1920,  the  depres- 
sion of  1921,  and  the  subsequent  recovery.  This  is  natural,  when  one 
remembers  that  corporate  savings  and  surplus  act  as  a buffer  be- 
tween business  earnings  and  ]:>ersonal  incomes  derived  therefrom.  In 
1921,  indeed,  corporations  disbursed  to  security  holders  some  21/2 
billions  more  than  they  earned  in  that  year.®  But  the  matter  lends 
point  to  the  query  whether  the  figure  of  “national  realized  income” 
is  of  such  a character  that  its  movements  during  the  war  period  are 
faithful  indications  of  the  movements  of  that  fund  out  of  which  the 
costs  of  the  War  had  to  come. 

For  one  thing,  the  omission  of  coiqiorate  savings  leaves  out  one  of 
the  material  sources  of  the  funds  that  went  into  lubcrty  bonds  and  so 
helped  directly  to  ])av  for  the  War.  The  figures  of  interest  on  such 

® See  Iteceni  Economic  Changes,  j).  761. 

® King.  op.  cit.,  ]).  280. 
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bonds  paid  to  corporations  indicate  that  about  one-fourth  of  the 
Government’s  war  borrowing  came  from  corporations.  How  much 
their  payments  to  security  holders  were  diminished  by  this  lending 
can  only  be  conjectured.  It  would  be  desirable,  if  it  were  possible,  to 
include  business  savings  so  far  as  they  re])resent  things  actually 
produced  and  not  mere  value-inflations.  This,  however,  seems 
impossible. 

Another  question  has  to  do  with  the  treatment  of  taxes  and  gov- 
ernment expenditures.  Taxes  paid  by  businesses  do  not  ap{)ear  in  the 
figures  of  national  income,  though  they  represent  a division  of  the 
income  of  the  business  in  which  the  Government  gets  funds  which 
might  otherwise  have  been  divided  to  stockholders.  If  the  Govern- 
ment pays  this  monev  out  again  to  businesses  for  su})plies,  and  then 
repeats  the  jmocess,  there  is  a whole  stream  of  })roduction  and  con- 
sumption that  never  appears  as  “realized  income”  at  all.  On  the 
other  hand  any  amounts  the  Government  disburses  to  individuals  do 
a])pear  as  income  paid  to  these  individuals.  These  sums  include  in- 
terest on  war  debt,  pay  of  army  and  navy,  and  the  like,  as  distinct 
from  payment  to  businesses  for  supplies  bought.  It  appears,  then, 
that  if  the  increase  in  government  revenues  collected  from  businesses 
is  balanced  by  the  increase  in  disbursements  to  individuals,  there  is 
no  distortion  in  the  figure  of  national  income.  But  if  the  increase  in 
revenues  collected  from  businesses  is  greater  than  the  increase  in  dis- 
bursements to  individuals,  then  some  of  the  national  income  has  es- 
caped counting.  And  if  the  increase  in  disbursements  to  persons  is 
greater  than  the  increase  in  revenues  from  businesses,  then  some  of 
the  national  income  is  counted  twice. ^ 

A man,  let  us  say,  works  in  a textile  factory  and  receiyes,  as  his 
share  of  the  yield  of  that  factory,  a salary  of  $5,000.  He  pays  $100 
as  income  tax  to  the  Goyernment,  which  pays  the  .$100  to  a soldier, 
and  the  result  is  $5,100  of  reported  income.  In  one  sense  this  is  quite 
appropriate,  since  the  soldier  has  rendered  a valuable  service,  and 
the  $100  may  be  an  inadequate  measure  of  it.  But  this  service  is  not 
economically  self-sustaining.  It  is  not  part  of  the  economic  income 
out  of  which  the  war  services  have  to  be  paid  for.  Income  in  that 

This  is  on  the  assumption  that  tlie  work  of  tiie  extra  government  per- 
sonnel is  unproductive.  This  seems  justified,  for  tlie  present  )nir])ose,  as  their 
work  constituted  part  of  tlie  war  cost  and  not  part  of  tlie  national  income  out 
of  which  that  cost  was  met. 
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sense  is  only  $5,000,  no  matter  how  much  of  it  is  shared  with  soldiers, 
sailors,  and  holders  of  Liberty  bonds. 

On  the  other  hand,  if  the  Government  takes  the  $100  tax  from  the 
business,  so  that  it  has  only  $d,900  to  divide  instead  of  $5,000,  and 
])ays  the  $100  as  salary  to  a soldier,  then  “realized  income”  stands  at 
$5,000.  If  the  Government  takes  the  $100  tax  from  the  individual 
and  spends  it  for  cloth,  then  again  “realized  income”  shows  $5,000. 
Rut  if  government  takes  the  tax  from  the  business  and  s])ends  it  for 
cloth,  then  “realized  income”  shows  only  $d,900,  for  the  same  pro- 
duction and  consumption  of  wealth. 

It  seems  that  in  1917  and  1918,  the  Government  expanded  its 
s])ending  to  persons  faster  than  its  revenues  from  businesses;  while 
in  1920  and  1921  the  war  revenues  were  at  their  height  and  the  war 
army  was  disbanded,  with  the  result  that  more  was  being  collected 
from  Inisinesses  than  was  disbursed  to  persons.®  This  would  mean  (if 
not  neutralized  by  other  adjustments)  that  “total  realized  income” 
would  give  too  large  a figure  for  our  present  ])urpose  in  1917—18, 
and  too  small  in  1920-21.  It  seems  possible,  however,  that  the  ele- 
ment of  business  savings  would  more  than  neutralize  the  discrepan- 
cies in  1917—18  and  in  1921. 

Another  doubtful  element,  which  cannot  be  measured,  is  concerned 
with  the  effects  of  credit  inflation.  When  credit  institutions  lend  the 
government  funds  to  ]u-osecute  a war,  by  expanding  the  total  volume 
of  credit,  they  give  the  government  command  over  part  of  the  social 
income  which  has  not  ]U'eviously  ap])eared  in  the  incomes  of  indi- 
viduals and  did  not  come  out  of  taxes  of  any  kind.  This  affords  an- 
other reason  for  su])]iosing  that  the  true  social  income  may  have 
been  somewhat  larger  during  the  period  of  credit  expansion  than  the 
re])ortcd  figures  show.  While  the  amount  of  these  adjustments  can 
never  l)e  exactly  ascertained,  we  can  estimate  roughly  that  the  actual 
income  exceeded  “realized  income”  by  possibly  more  than  1 billion  in 
1919,  and  bv  ])ossibly  2 billions  in  1920,  over  and  above  loans  made 
by  coi’i^orations  to  the  Government.  For  pur])oses  of  tracing  the  in- 
cidence of  the  burden,  since  the  figures  of  “realized  income”  for 
various  grou])s  furnish  the  best  working  material,  the  necessary 
allowances  can  best  be  made,  not  by  changing  our  estimates  of  the 
national  income,  but  by  changing  instead  the  estimates  of  the  war 

® In  each  case  it  is  the  amount  in  excess  of  tlie  ]irc-war  level  that  is  simiih- 
cant  as  hearing  on  the  change  in  the  national  income. 
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costs  which  are  to  be  regarded  as  having  been  borne  out  of  “realized 
income”  as  reported  in  King’s  figures.  Tlie  largest  adjustment  is 
that  for  corporate  lendings,  which  we  may  put  at  5%  billions.  On 
this  basis  the  costs  of  the  War  which  have  to  be  regarded  as  subtrac- 
tions from  “realized  income”  are  approximately  as  follows : in  the 
calendar  year  1917,  5 billions;  in  1918,  13  billions;  and  in  1919,  () 
billions : a total  for  the  three  ci'ucial  years  of  about  2d  billions.  This 
is  far  less  than  the  total  of  31  billions  of  national  resources  actually 
devoted  to  war  purposes  during  those  three  }’ears,  but  it  is  still  an 
enormous  sum. 

On  what  groups  or  classes  did  this  burden  fall?  Here  the  statistics 
are  decidedly  helpful,  showing  as  they  do  the  “realized  income”  of 
different  classes  in  dollars  of  constant  purchasing  power.  The  chief 
difficulty  is  the  choice  of  a normal  standard  with  which  to  compare 
the  war  }’ears  in  order  to  judge  their  effect.  Conditions  in  1913  were 
prosperous,  so  that  that  year  must  be  reckoned  as  above  normal, 
yet  normal  progress  in  the  next  six  vears  might  have  more  than 
made  up  for  this.  Of  the  three  years  of  our  neutralitv,  1911  was  de- 
cidedly depressed,  and  was  made  somewhat  more  so  by  the  eff‘ects  of 
the  conflict  abroad.  The  next  year  was  probably,  on  the  average, 
fairlv  normal,  while  1916  was  a year  of  booming  business,  due  to  the 
IV  ar,  but  representing  a rate  of  prosperitv  which  we  could  probablv 
not  have  maintained  even  if  we  had  remained  neutral.  Tlie  averao’c 
of  these  three  years  was  probablv  fairly  normal,  but  not  for  all 
classes.  Real  salaries  remained  virtually  stable  from  1912  tlirough 
1915,  but  fell  in  1916  with  the  first  substantial  rise  of  American 
])i’ices  resulting  from  the  War,  and  continued  falling  through  1919. 
Real  wages  slumped  in  1914,  partially  recoyered  in  the  following 
year,  and  rose  in  1916  to  new  high  levels.  Profits  rose  throughout  the 
neutrality  period,  reaching  an  abnormally  high  level  in  1916. 

Profits,  however,  are  not  reckoned  on  a basis  comparable  to  that 
used  for  “real  wages”  and  “real  salaries”  and  cannot  be.  Wages  and 
salaries  for  this  purpose  mean  annual  earnings  per  ])erson  attached 
to  some  branch  of  industry.  “Profits”  means  merely  the  “total  real- 
ized income”  from  property  and  enterprise.  Thus  profits  grow  with 
the  expansion  of  population  and  industry  and  the  inyestment  of 
added  capital,  without  necessarily  signifying  that  industry  is  more 
profitable  in  the  sense  of  a higher  percentage  return  on  inyestment. 
Data  for  such  a figure  are  not  available,  but  the  tremendous  in- 
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creases  of  earnings  in  the  neutrality  and  war  periods  are  only  to  a 
small  extent  balanced  by  increased  investment. 

Since  normal  levels  of  the  national  dividend  and  its  several  parts 
can  only  be  conjectured,  it  follows  that  the  true  effect  of  the  War  on 
these  incomes  lies  also  in  the  realms  of  conjecture.  What  can  be  done 
is  to  select  some  definite  year  as  a point  of  dej^arture  and  trace  the 
changes  in  these  various  incomes.  Thus  we  may  conclude  whether  the 
cost  of  the  War  came  out  of  increased  income  as  compared  to  the 
base  year,  or  out  of  decreased  consumption  as  com})ared  to  that 
year,  knowing  that  this  does  not  tell  us  whether  the  War  caused  in- 
creased income  beyond  what  would  have  been  realized  without  it,  or 
how  much  it  curtailed  consumption  below  what  would  have  been  pos- 
sible without  it. 

For  this  ])urpose  the  year  1915  is  here  used.  Real  salaries  were  so 
stable  from  1912  through  1915  that  the  choice  of  a standard  year 
makes  little  difference.  Real  wages,  however,  fluctuated  so  much  that 
the  choice  of  a standard  year  makes  all  the  difference  between  a 
showing  of  gain  and  of  loss  for  wage-earners  during  the  War.  Real 
wages  in  1915  w^ere  almost  certainl}?  subnormal;  still  more  is  the 
1915  level  of  real  wages  a subnormal  standard  when  applied  to  the 
years  1917  and  after.  The  result  of  choosing  this  year  is  to  show  a 
gain  in  real  wages  during  the  War,  whereas  b}’  other  equally  plau- 
sible standards  a loss  would  be  shown.  This  does  no  harm  if  we  re- 
memher  always  that  the  “gain”  is  merely  a gain  above  the  1915 
level.  In  the  same  way  this  analvsis  will  show  part  of  the  cost  of  our 
participation  in  the  War  coming  from  increased  income — above  the 
1915  level.  I^ater,  we  may  enter  more  speculative  realms  and  con- 
clude that  the  War  made  both  real  wages  and  total  production  dur- 
ing the  war  years  smaller  than  they  would  otherwise  have  been.  This 
reduction  is  an  additional  cost  of  the  War,  over  and  above  the  visible 
diversion  of  economic  resources.  Whether  it  is  balanced  by  favorable 
after-effects — whether  the  War  is  to  be  credited  with  a share  in  our 
post-war  prosperity — this  is  a still  more  s])eculative  matter.  But  to 
return  to  our  more  definite  com])arisons. 

T have  already  estimated  that  ]>ay  and  subsistence  in  the  armed 
services  re])resentcd  a loss  of  some  230  millions  as  compared  to  earn- 
ings in  other  emj)loyments.  Counting  only  the  war-time  increase  in 
these  services  we  shoidd  have  sometliing  over  200  millions  as  the  loss 
suffered  on  this  score  by  those  whom  the  War  brought  into  armed 
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service.  In  making  our  estimate  of  the  social  cost  of  the  War  we  have 
reckoned  their  services  at  a value  representing  average  general 
earning  power  and  not  government  })ay.  The  difference  may  he 
thought  of  as  a contribution  to  the  cost  of  the  AVar,  made  by  this 
class  but  never  appearing  either  in  the  government  budgets  or  in 
the  statistics  of  “realized  income”  in  the  country  as  a whole.  For  this 
contribution,  handsome  recompense  in  the  form  of  “bonuses”  has 
been  arranged  for. 

There  were  others  who  suffered  loss  but  got  no  recompense.  Gov- 
ernment employees,  other  than  those  entering  the  service  on  account 
of  the  War,  contributed  by  wa}’  of  a loss  in  the  purchasing  power  of 
their  salaries  an  amount  that  may  be  reckoned  as  at  least  2 billions. 
In  1916  there  were  2,085,000  persons  em})loyed  by  all  branches  of 
government  in  the  United  States,  and  the  upward  trend  from  1909 
indicates  a probable  number  in  1921  of  some  2,100,000,  aside  from 
the  effects  of  the  War.®  Their  average  pav,  in  dollars  of  1913  pur- 
chasing powei’,  reached  a peak  in  1911  at  $836  and  then  declined, 
and  did  not  again  pass  the  1911  level  until  1922.  From  1915  to  1916 
their  salaries  lost  over  100  millions  in  purchasing  jjower.  For  the 
3’ears  1916-21,  inclusive,  the  total  shortage  in  purchasing  j)ower, 
measured  from  the  1915  level,  was  2 billions  for  the  original  number 
of  employees.  Allowing  for  normal  increase  in  numbers  would  bring 
this  shortage  up  nearly  to  2.2  billions.  For  the  tlu-ee  years  1917-19, 
inclusive,  their  loss  in  terms  of  current  dollars  would  be  more  than 
1.9  billions.  Including  the  estimated  loss  of  the  service  men  the  total 
would  be  over  2.1  billions.  Thus  this  class  made  a lar<>-e  contribution 

O 

to  the  AVar  and  were  forced  to  restrict  their  consumption  very 
largely,  aside  from  their  subscriptions  to  Liberty  loans  or  other  di- 
rect contributions.  The  burden  of  inflation  fell  on  them  in  verv 
tangible  form. 

Salaries  in  industries  followed  a similar  course,  and  show  a similar 
loss  in  purchasing  power.  For  the  whole  salaried  class  in  both  ])ublic 
and  private  employments  there  was  an  uninterrupted  decline  from 

® Tliis  computation  is  based  on  tables  in  King,  op.  cit.,  ])p.  I tO,  361,  366. 
The  more  obvious  war-time  increases  in  armed  forces  and  civil  departments 
were  deducted,  and  tlieir  pro  rata  sliare  of  the  jiay  of  tiieir  i)articular  groujis 
was  similarly  deducted  from  total  pay  and  the  average  per  emj)loyee  recom- 
puted as  a basis  for  estimating  the  losses  in  jmrehasing  power  of  those  who 
would  have  been  in  government  service  if  the  War  had  not  occurred. 
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191-i  to  1919  amounting  to  about  25  per  cent,  or  over  22  per  cent 
from  1916  to  1919.  A calculation  of  the  same  sort  as  the  one  already 
made,  for  the  entire  salaried  class,  indicates  a total  loss  in  purchas- 
ing power  of  well  over  4 billions  from  1916  to  1922,  inclusive,  or 
nearly  31/2  billions  for  1917  to  1920,  inclusive.^®  These  amounts  are 
in  “1913  dollars.”  Converted  into  dollars  of  current  purchasing 
power,  they  would  amount  to  between  514  and  6 billions  for  the 
years  1917  to  1920,  inclusive,  or  some  7 billions  through  1922.  Thus 
the  salaried  class  bore,  via  the  losses  from  inflation,  between  one-fifth 
and  one-sixth  of  the  total  cost  of  the  War,  aside  from  whatever  di- 
rect contribution  they  made  through  taxes  or  subscriptions  to  Lib- 
erty loans.  For  the  crucial  years  1917-19,  their  loss  may  be  esti- 
mated at  some  4 billions  in  current  dollars.  The  total  shrinkaope  in 

o 

their  consumption  would  be  materially  more  than  the  figures  given. 
Taxes  and  war  loans  might  well  add  two  billions  to  the  war-time  ab- 
stinence of  this  group,  though  any  such  estimate  is  purely  conjec- 
tural. Here  is  a class  to  which  the  War  did  not  bring  prosperity. 
They  had  to  tighten  their  belts  under  a sterner  compulsion  than  the 
mandates  of  food  conservation  committees. 

IVage-earners,  on  the  other  hand,  secured  an  actual  gain  in  real 
earnings  per  worker  as  compared  to  the  level  of  1915,  though  they 
did  not  maintain  the  high  level  reached  in  1916,  and  were  almost 
certainly  well  below  a fair  ])eace-time  normal  for  the  war  years.  As 
nearly  as  can  be  estimated,  the  total  gain,  during  the  years  1917- 
20,  inclusive,  was  about  2.6  billions  in  “1913  dollars,”  and  may  have 
been  3 billions  or  more  if  pensions,  accident  compensation,  etc.,  are 
included. P’or  the  years  1917—19,  the  gain  was  over  2 billions  in 
current  dollars.  This  gain,  however,  was  undoubtedly  secured  at  the 
cost  of  longer  hours  and  greater  intensity  of  work.  There  were  fewer 
wage-earners  at  work  for  ])rivate  employers,  but  more  persons  gain- 
fully employed,  including  those  in  government  service.  Fuidhermore, 
wage-earners  as  a class  undoubtedly  invested  a considerable  ])art  of 
their  o-ains  in  Tnberty  bonds  leaving  at  best  only  a very  moderate  in- 

4.  CJ  4 4 

'I'liis  calculation  is  based  on  tables  in  King,  op.  cit.,  pp.  61,  140,  361, 
366.  The  “loss”  is  loss  in  real  earnings  ))er  worker,  multiplied  by  an  esti- 
m.atcd  normal  number  of  workers.  Increased  aggregate  income  due  to  in- 
creased numbers  working  is  not  counted  a gain. 

“ based  on  tables  in  ibid.,  pp.  .56,  152. 
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crease  in  actual  consumj^tion  and  probably  an  actual  decrease  dur- 
ing 1917-19. 

Tlie  gains  of  wage-earners  cancel  over  half  the  losses  of  salaried 
workers,  and  leave  a net  loss  in  the  compensation  of  wage  and  sala- 
ried workers  together  of  something  less  than  H billions  of  current 
dollars.  There  are  some  further  gains  from  a slight  sliifting  of  wage- 
workers into  salaried  positions,  and  from  increased  numbers  work- 
ing beyond  a normal  quota  of  the  whole  population,  which  probablv 
wipe  out  most  of  the  remainder,  leaving  little  or  no  loss  in  aggregate 
consuming  power;  or  possibly  a fraction  of  a billion.  This,  be  it  re- 
peated, is  a loss  before  counting  the  contributions  made  in  taxes  and 
loans  to  the  Government  which  may  be  conjecturally  estimated  at  5 
or  6 billions  more.^^  The  resultant  therefore  represents  almost  cer- 
tainly a very  material  shrinkage  of  consumj)tion,  for  the  two  groups, 
amounting  to  possibly  nearly  one-fifth  of  the  total  cost  of  the  War. 

Entrepreneurs  and  propertv  owners  gained  as  a class  bv  compari- 
son with  1915,  thougli,  like  wage-earners,  they  failed  to  maintain  the 
prosperitv  of  1916  throughout  the  war  period.  In  1917  and  191H. 
however,  they  received  more  real  income  than  even  in  1916.^®  In  the 
years  1917—19  entrepreneur  and  pro])ertv  income  received  by  indi- 
viduals made  gains  amounting  to  about  6U>  billions  in  current  dol- 
lars, near!}'  5k4  billions  of  which  went  to  farmers.  Thus  farmers 
were  the  one  class  which  scored  substantial  economic  gains  during 
the  War.  The}’  could  have  contributed  3 billions  in  loans  and  taxes 
— a liberal  estimate- — and  still  have  increased  their  consumption 
over  2 billions. 

All  the  re.st  of  entrepreneur  and  proj)ertv  income,  including  the 
whole  of  “business  income”  in  the  usual  sense,  showed  a gain  for  the 
years  1917—19 — always  compared  to  191.5 — of  about  IVl  billions  in 
current  dollars.  It  is  well  to  remember  that  this  group  is  dominated 
by  corporations,  and  that  corporate  income  as  such  is  not  shown  in 
the  figures;  merely  amounts  distributed  to  holders  of  stocks  and 
bonds.  Corporate  net  income  increased  enormously,  but  the  greater 
])art  of  the  increase  was  kept  as  “corporate  savings,”  and  the  extent 

Knaiith  estimate.?  tliat  30  per  cent  of  the  I.iherty  loans,  or  about  7 bil- 
lions, went  to  persons  with  incomes  of  .$2,000  or  less.  The  j)ortion  of  these 
that  went  to  farmers  and  small  traders  may  be  partially  offset  by  those  that 
went  to  salaried  persons  receiving  over  $2,000. 

King,  op.  cit.,  p.  112. 
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to  which  these  increases  represented  increased  physical  production 
or  increased  real  wealth  is  highly  questionable.  A great  deal  un- 
doubtedly represented  mere  ajjpreciation  of  goods  on  hand,  and  the 
greater  part  of  this  was  wiped  out  in  the  deflation  of  1921.  On  the 
other  hand,  the  heavy  rates  of  taxation  gave  an  incentive  to  the  con- 
cealment of  income  by  overmaintenance  or  other  methods.  The  most 
talked-of  diversion  of  income,  however,  was  of  a sort  that  probablv 
yielded  little  of  real  capital  value  to  business  as  a whole,  namely, 
building  uj:)  good  will  by  liberal  advertising. 

At  any  rate,  a large  part  of  the  reported  surpluses  were  undoubt- 
edly real : indeed,  they  might  all  be  real,  though  that  would  be  in  the 
nature  of  a coincidence.  In  the  present  estimate,  after  reckoning  de- 
creased consumption  and  increased  “realized  income”  there  remains 
unaccounted  for  some  8 or  9 billions  of  the  total  social  cost  of  the 
War.  It  may  be  inferred,  with  serious  reservations,  that  this  amount 
represented  increased  national  output  of  wealth  not  reckoned  in 
“realized  income,”  and  the  greater  part  of  this  took  the  form  of  un- 
divided corporate  jirofits,  or  of  business  taxes. 

The  income  realized  by  persons,  then,  out  of  business  profits,  in- 
creased only  some  II/4  billions.  Out  of  this  “realized  income”  came 
probably  some  seven-eighths  of  the  taxes  on  personal  incomes  and 
three-fifths  of  the  personal  subscriptions  to  government  loans,  the 
total  amounting  ])robably  to  fully  14  billions.  This  class,  then, 
diminished  their  ])ersonal  outlays  by  something  like  121/2  fo  13  bil- 
lions. The  shrinkage  in  their  consumption  was  even  greater,  as  they 
invested  new  money  in  corporations  to  an  amount  well  over  a billion 
in  excess  of  normal.  Thus  they  bore  the  largest  burden  of  war  costs, 
thouffh  the  salaried  class  bore  the  burden  which  was  felt  most 
heavily. 

d'hese  statements  are  so  im])ortant  that  it  will  be  well  to  look  into 
some  of  the  details  of  the  evidence  on  which  they  rest.  First  come  the 
returns  on  corporate  securities.  Interest  ]iayments  suffered  oidy  a 
slight  slackening  in  their  steady  rate  of  growth,  but  their  purchas- 
ing ])ower  fell  off  by  virtually  the  full  amount  of  the  ]irice  inflation. 
Dividends  on  ])referred  stocks  ])roved  more  elastic,  rising  in  1916 
and  again  in  1917,  declining  in  1918  and  again  in  1919,  rising  to  a 
new  high  level  in  1920  and  then  declining  again.  Their  war-time  in- 
crease was  not  nearly  enough  to  counteract  the  effect  of  inflation  and 
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their  purchasing  power  declined  only  less  than  that  of  interest 
payments. 

Dividends  on  common  stocks  doubled  from  1915  to  1917,  and  then 
declined  steadily  till  19!^2,  when  they  stood  at  barely  over  two-thirds 
of  the  1917  peak.  It  was  of  course  these  dividends  which  felt  the 
chief  effect  of  war  taxation  of  business  incomes  in  the  years  after 
1917.  In  terms  of  purchasing  power,  they  reached  their  ]>eak  in 
1916  and  their  lowest  point  in  1922,  at  almost  exactly  half  of  the 
1916  level.  There  was  actually  a slight  increase  in  1921,  the  fall  in 
prices  more  than  counteracting  the  decline  of  money  disbursements. 
In  this  year  “corporate  sayings”  were  a minus  quantity  larger  than 
the  whole  sum  of  dividend  disbursements  on  common  stock. These 
dividends,  then,  were  not  earned  in  that  year.  The  trend  here  can 
best  be  summarized  in  a table  showing  corporate  payments  of  inter- 
est, dividends  on  preferred  stock,  dividends  on  common  stock,  and 
the  sum  of  the  three,  all  in  dollars  of  1913  ])urchasing  power. 


Returns  on  Securities,  in  Millions  of  1913  Dollars. 


Year 

Interest 

Preferred 

dividends 

Common 

dividends 

Total 

1915 

1,208 

569 

1 ,505 

3,282 

1916 

1,160 

591 

2,541 

4,295 

1917 

1,041 

631 

2,509 

4,184 

1918 

918 

540 

2,020 

3,478 

1919 

836 

440 

1,600 

2,876 

1920 

770 

429 

1,294 

2,493 

1921 

873 

443 

1,324 

2,640 

1922 

942 

391 

1,271 

2,604 

This  shows  an  increase  of  total  security  holders’  income,  during 
the  years  1917—19,  of  about  three-quarters  of  a billion.  For  tlie 
whole  period  coyered  it  shows  a decline.  It  also  shows  that  holders  of 
common  stock  gained  while  holders  of  bonds  and  preferred  stocks 
lost. 

Security  holders  as  a class  gained,  in  the  purchasing  ])ower  of  the 
income  distributed  to  them,  over  a billion  of  1913  dollars  in  1916,  as 
compared  to  1915.  For  the  next  four  years  their  real  receipts  shrank 

King,  op.  cit.,  p.  280,  gives  this  figure  in  current  dollars. 

^^Irom  ibid.,  p.  193.  The  last  column  is  inserted  hy  the  present  writer. 
Cf.  ibid.,  p.  278  for  total  corporate  net  income. 
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steadil}',  and  these  four  years  as  a whole  show  a slight  average  loss 
as  compared  to  1915.  Even  without  allowing  for  price  inflation  the 
actual  number  of  dollars  distributed  declined  steadily  from  over  5 
billions  in  1917  to  1,151  millions  in  1922.  The  net  incomes  of  cor- 
porations fluctuated  even  more  strikingly,  from  10,101  millions  in 
1917  to  458  millions  in  1921.^®  They  showed  a huge  gain  for  the  war 
period,  even  after  allowing  for  the  shrinking  dollar.  Thus,  while  the 
security  holders  received  slightl}’  less  value  in  cash  distributions  dur- 
ing the  whole  5-year  war  period  than  in  1915,  income  was  being 
“jjlowed  back  into  the  business”  in  unusually  large  amounts,  from 
which  they  should  ultimately  have  received  the  benefit.  Including 
this  element  they  gained  during  the  War,  but  they  cannot  be  said  to 
have  begun  to  realize  their  gains  until  1923  to  1924. 

It  must  be  remembered  that  these  corporate  and  business  incomes 
are  reckoned  after  paying  the  corporation  income  and  excess  profits 
taxes,  and  various  war  excises  and  other  business  taxes.  And  it  must 
be  further  remembered  that  out  of  these  incomes,  after  they  reached 
the  individual  recipients,  came  the  heaviest  burden  of  personal  in- 
come-taxation, and  also  the  largest  volume  of  subscriptions  to  Lib- 
erty bonds.  On  these  matters  the  following  indications  are  available. 

For  all  income-groups  above  $5,000,  wages  and  salaries  furnish  a 
minor  part  of  the  income,  and  these  are  the  income-groups  which 
furnish  the  great  preponderance  of  personal  income  taxes— from 
84.57  per  cent  in  1920  to  98.11  per  cent  in  1925.^"  For  the  years 
1917—20,  inclusive,  wages  and  salaries  furnished  about  45  per  cent 
of  the  income  reported  in  personal  income  tax  schedules,  but  prob- 
ably between  10  per  cent  and  15  ]>er  cent  of  tlie  taxes.  Let  us  say, 
roughly,  tliat  wages  and  salaries  furnished  about  half  a billion  out 
of  about  4 billions  of  personal  income  taxes  paid  in  these  four  years. 
This  amount,  of  course,  came  in  the  main  from  salaries.  The  contri- 
bution of  agriculture  to  the  ]:>er.sonal  income  tax  was  ])robably  almost 
negligible  in  comparison  to  tlie  large  amounts  with  whicli  we  are  deal- 

King,  op.  cH.,  278.  These  figures  omit  eertain  classes  of  corporations 
wliieh  are  included  in  the  figures  for  dishursenients  of  interest  and  dividends. 
Hence  the  true  aggregate  would  he  materially  larger. 

In  H)19  wages  and  salaries  constituted  36.6  per  cent  of  the  income  in 
the  $.'5,000-$! 0,000  group,  and  much  less  for  all  higher  groups.  This  percent- 
age varied  from  1918  to  1921,  between  about  33  ]icr  cent  and  about  lO  i)cr 
cent.  Figures  from  Statistics  of  Income,  issued  by  L nited  States  Office  of  In- 
ternal Revenue,  for  the  various  years. 
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ing.  The  distribution  of  Liberty  bond  issues  can  only  be  surmised,  the 
chief  evidence  being  the  denominations  in  which  they  were  issued. 
Wdiile  the  number  of  small  denomination  bonds  was  large,  the  bulk 
of  the  funds  came  from  bonds  in  denominations  too  large  to  be  taken 
by  persons  of  small  or  moderate  incomes.  Knauth  estimates  that 
about  30  per  cent  (or  about  7 billions)  came  from  incomes  of  $2,000 
or  less.  Deducting  nearly  6 billions  taken  by  corporations,  this  leaves 
over  10  billions  to  come  out  of  personal  incomes  of  substantial  size: 
chiefly  business  incomes. 

To  sum  up : it  appears  that  wage-earners  lived  nearly  as  well  dur- 
ing the  War  as  before  the  1916  boom,  and  farmers  lived  markedly 
better.  Salaried  workers,  on  the  other  hand,  lost  during  1917—19  the 
equivalent  of  some  4 billions  in  the  purchasing  power  of  their  sala- 
ries, and  some  2 billions  to  3 billions  more  in  later  years,  before  their 
salaries  caught  up  with  prices.  In  addition  they  contributed  some 
half  a billion  in  taxation  and  a materially  larger  amount  in  subscrip- 
tions to  Liberty  bonds — possibly  in  the  neighborhood  of  2 billions. 
Allowing  for  the  fact  that  part  of  these  war-loan  subscriptions  re])- 
resented  merely  a diversion  into  government  securities  of  savings 
tluit  would  otherwise  have  taken  some  other  form,  it  still  seems  fair 
to  estimate  that  the  salaried  class  were  forced  to  curtail  their  con- 
sumption by  the  equivalent  of  some  6 billions  as  their  jjart  in  the  na- 
tion’s retrenchment  in  consumption  during  the  three  crucial  years. 
And  their  real  incomes  continued  below  the  1915  leyel  for  three 
years  more. 

This  leayes  the  class  of  business  incomes  as  furnishing  some  3^2 
billions  of  ]>ersonal  income  taxes,  much  of  the  luxury  taxation,  and 
probably  10  billions  of  loans  (not  counting  bonds  taken  by  business 
organizations  direct!}’)  - Nearly  all  of  this  came  out  of  reduced  per- 
sonal outlays,  and  as  priyate  inyestments  increased,  consunq)tion 
would  seem  to  haye  declined  some  13  to  14  billions. 

For  a grand  summary,  we  may  return  to  an  earlier  and  simpler 
estimate,  noting  that  it  is  at  least  not  inconsistent  with  the  very  ap- 
proximate figures  given  for  the  various  classes.  Out  of  some  31 
billions  of  national  resources  devoted  to  war,  in  the  three  years  1917- 
19,  possibly  18  billions  came  out  of  decreased  consumption  as  com- 
pared to  the  1915  rate  per  capita,  some  5%  billions  came  out  of  in- 
creased personal  real  income  beyond  the  1915  per  capita  level,  which 
leaves  7%^  billions  to  come  out  of  increased  productive  effort  repre- 
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sented  in  undivided  corpoi’ate  income,  either  borrowed  or  taken  as 
taxes.  Of  the  1 billion  of  war  costs  Ave  have  charged  against  1920,  all 
may  be  considered  to  have  come  out  of  decreased  consumption. 

As  to  the  7^/4  billions  AA’e  are  tracing  to  undivided  corjmrate  in- 
come, this  does  not  mean  that  the  consumer  did  not  pay  it  in  in- 
creased j^rices  of  goods ; it  merely  means  that  AA’hen  his  “real  income” 
is  computed,  discounting  his  money  income  bj'  the  increase  in  prices, 
these  indirect  contributions  are  already  automatically  deducted. 
The  corporation  has  performed  a service  of  “stoppage  at  the 
source.”  Actually,  in  addition  to  what  we  haA’e  reckoned  above,  there 
Avas  someAvhat  more  contributed  as  taxes  and  received  back  as  inter- 
est by  bondholders  or  in  other  fiscal  payments,  but  aa’c  are  here  limit- 
ing ourselves  to  the  estimated  32  billions  of  actual  social  outlay 
represented  by  these  transactions. 

Of  this  Ave  are  estimating  that  some  13  billions  came  out  of  in- 
creased productive  effort,  and  some  19  billions  out  of  decreased  con- 
sumjAtion.  The  true  net  change  in  capital  is  too  uncertain  to  be  taken 
account  of  in  this  extremely  rough  estimate.  Looked  at  from  another 
angle,  of  the  32  billions,  some  6 billions  or  more  represented  per- 
sonal services  rendered  directly,  and  the  rest  represented  goods  de- 
voted to  Avar  uses. 

No  class  AA^as  ruined  by  the  War,  as  AA'as  the  case  in  some  European 
countries.  The  Avorst  years  for  the  salaried  class  Avere  1919  and  1920 
and  in  those  years  the  loss  in  the  ])urchasing  poAver  of  their  incomes 
amounted  to  some  20  per  cent  of  the  1915  leA^el.  Fi’om  1915  to  1920, 
income  from  bonds  as  a AA’hole  had  shrunk  about  30  ])er  cent  in  buy- 
ing  poAver.  And  aii3'one  Avhose  Avhole  income  came  from  bonds  of  fixed 
money  }'ield,  and  Avho  made  no  neAv  investments  during  the  period, 
lost  about  19  ])er  cent  of  his  real  income  in  1920  and  over  10  per 
cent  during  the  era  of  ]Aost-Avar  prosjAeritv.  FortunatelA',  such  per- 
sons in  this  countiT  constitute  a relative!}'  small  class. 

These,  then,  are  the  main  outlines  of  the  incidence  of  the  AA-ar  bur- 
den, so  far  as  the  aA’ailable  statistics  present  them.  It  AA’ould  of  course 
be  interesting  and  valuable  to  trace  the  incidence  of  ]Aarticular  taxes, 
though  such  tracing  is  necessarily  very  uncertain.  But  for  an  under- 
staTuling  of  the  Avhole  effect  of  the  War,  such  particular  problems 
are  of  less  importance  than  the  ultimate  resultant  of  them  all.  Busi- 
ness taxes  durinff  the  War  may  not  haye  been  literally  shifted  in 
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their  entirety,  but  as  a whole  they  were  2>aid  out  of  increased  busi- 
ness income  collected  from  consumers. 

At  the  risk  of  tedium  let  us  repeat  that  these  increases  and  de- 
creases of  income  are  merel}^  changes  as  com])ared  to  the  level  of 
1915,  which  was  too  low  to  represent  a fair  normal  for  the  war  years. 
So  when  we  say,  for  instance,  that  “production  increased  13  bil- 
lions,” we  do  not  mean  that  the  War  brought  about  such  an  increase, 
making  the  national  dividend  that  much  larger  than  it  would  other- 
wise have  been.  iMore  than  half  of  this  went  into  business  assets  of  one 
sort  or  another,  but  there  is  no  evidence  that  these  had  any  effect  in 
increasing  the  market  value  of  the  properties  to  their  owners.^®  Thus 
they  constitute  a very  doubtful  element  of  “national  income.”  In 
fact,  there  is  ever}'  reason  to  believe  that  the  War  had  the  opposite 
effect  and  made  the  national  dividend  smaller  than  it  would  other- 
wise have  been,  allowing  for  normal  jieace-time  growth.  This  means 
that  there  is  a loss  of  income  to  be  added  to  the  costs  of  the  War 
which  have  been  already  reckoned.  But  how  much.^  The  atteni])t  to 
set  a figure  on  this  national  income  which  “might  have  been”  is  beset 
with  insurmountable  difficulties  and  hence  the  true  cost  of  the  War 
in  this  fullest  sense  cannot  be  a]){)raised.  We  may,  however,  at  least 
face  the  problem  and  ask  in  a later  chajiter : what  was  the  ])robable 
effect  of  the  War  on  the  national  dividend? 


Cf.  King,  op.  cit.,  p.  281. 


CHAPTER  X 


THE  DISPLACEMENT  OF  MAN-POWER 

To  what  extent  did  the  demands  of  war  divert  personnel  from  in- 
dustry and  to  what  extent  did  it  draw  them  from  nonindustrial  pur- 
suits? It  is  clear  that  most  of  the  increase  in  government  pav  rolls 
came  from  private  occupations,  though  the  exact  numbers  depend 
on  the  figures  taken  to  represent  the  normal  volume  of  ])rivate  em- 
ployment. The  best  standard  is  in  the  form  of  a iiormal  percentage 
of  the  total  population.  The  jjercentage  “gainfully  employed”  fluc- 
tuates very  little.  The  extreme  variation  outside  of  the  actual  war 
years  was  from  38.38  per  cent  in  191I  to  37.65  in  1922,  while  the 
highest  percentage  during  the  war  period  was  38.70  ])er  cent  in 
1918  and  the  lowest  was  37.60  per  cent  in  1920.^  A fair  normal  for 
these  war  years  would  seem  to  be  approximately  38  per  cent,  or  j)os- 
sibly  37.9  per  cent.  On  the  latter  basis  the  excess  above  normal  in 
1918  amounted  to  835,000  persons,  on  the  former  basis,  to  731,000. 
In  1920,  when  the  gainfully  ein])loyed  fell  to  37.6  per  cent  of  the 
total  })opulation,  there  were  actually  320,000  to  425,000  less  than  a 
“normal”  number  gainfully  employed.  This  represents  some  totally 
disabled  service  men,  some  taking  “vocational  rehabilitation”  train- 
ing, some  resuming  interrupted  educations  in  school  and  college,  and 
presumably  some  who  had  sim})ly  not  yet  found  ])ositions.  An  uncm- 
])loyed  person  would  ordinarily  be  counted  as  attached  to  the  in- 
dustry in  which  he  regularly  worked  when  work  was  available,  but 
some  discharged  soldiers  in  similar  })light  might  not  be  counted  in 
the  1920  Census  of  Occupations,  from  which  the  data  were  taken. 

All  in  all,  the  four  years  1917  to  1920  saw  an  excess  above  normal 
of  a])})roximately  1 million  ])erson-years ; while  the  corres])onding 
excess  of  ])ersons  on  the  government  })ay  rolls  was  something  over 
5 million  ])erson-years  in  army  and  navy  and  something  under  1 
million  in  civilian  de])artmcnts,  the  total  coming  very  close  to  6 mil- 

^ See  King,  op.  cit.,  l)p.  50-5.3,  for  tlie  basic  data  utilized  in  tliis  discus- 


sion. 
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lion  person-years."  This  indicates  a shortage  in  private  industry 
amounting  to  5 million  person-years,  as  compared  to  assumed  nor- 
mal numbers,  relative  to  the  growing  population.  In  terms  of  abso- 
lute numbers,  compared  to  the  1916  level,  there  was  even  a slight  ex- 
cess in  1917,  a shortage  of  about  1,300,000  in  1918,  a shortage  of 
about  140,000  in  1919,  and  an  excess  of  nearly  1 million  in  1920, 
the  total  shortage  for  the  four  years  being  a little  over  350,000  per- 
son-years, or  less  than  one-fourth  of  1 })cr  cent  of  the  total  number 
attached  to  peace-time  ])ursuits  during  that  period.  For  the  years 
1917—19  the  total  shortage  would  be  over  1,300,000,  or  about  .86  of 
1 per  cent. 

In  other  words,  the  growth  of  population  neutralized  most  of  the 
diversion  of  man-power  to  direct  government  service  and  left  peace- 
time pursuits  with  so  nearly  their  former  numbers  that  the  absorp- 
tion of  most  of  the  pre-war  quota  of  unemploved  could  easily  bring 
about  an  actual  increase  in  the  numbers  effectively  at  work.  This 
serves  to  explain  why  our  jiroductive  power  was  not  crip})led,  but 
even  showed  some  slight  increases.  In  fact,  it  raises  the  question  whv 
the  increase  was  not  greater ; and  points  to  the  conclusion  that  our 
wai’-time  man-])ower  was,  after  all,  somewhat  wastefullv  utilized — as 
in  the  nature  of  the  case  was  inevitable.  The  wastes  could  easily  have 
been  much  greater. 

The  movements  of  man-power  as  between  different  industrial 
groups  are  also  interesting  and  significant.®  The  War  found  Ameri- 
can agriculture  a stationary  industry  in  terms  of  absolute  numbers 
engaged,  though  physical  product  still  showed  a strong  upward 
trend.  In  terms  of  the  percentage  of  our  total  working  po])ulation 
engaged,  agriculture  shows  an  uninterrupted  decline  for  the  whole 
period  1909  to  1927,  with  the  exception  of  the  years  1919  and  1920, 
when  there  was  a very  slight  reversal  of  this  downward  movement. 
Absolute  numbers  were  virtually  stationary  from  1909  through 
1915;  then  there  was  a slight  increase  until  in  1919  there  were 
146,000  more  than  in  1916.  In  1920  there  were  70,000  more  than  in 
1916,  and  in  1921,  59,000  more.  After  this  there  was  a definite 

^ .See  ibid.,  p.  50.  These  excess  numbers  are  fip;iire<l  from  a basis  involving 
an  assumed  normal  rate  of  increase,  and  hence  are  only  a])proximate. 

® The  figures  on  which  the  following  discussion  is  based  are  found  in  ibid., 
pp.  50—51,  53,  also  in  Day’s  index  of  physical  production.  Rev.  of  Econ.  Sta- 
tistic.'!, .September-.Tanuary,  1921. 
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downward  trend  which  is  apparently  still  going  on/  The  maximum 
increase  in  1920  amounts  to  only  1%  per  cent  of  the  1916  numbers 
and  consists  almost  entirely  of  wage-earners.  The  number  of  “entre- 
preneurs” increased  only  13,000  from  1916  to  1919,  and  22,000 
from  1916  to  1921,  when  it  reached  its  maximum.  Apparently,  the 
post-war  difficulties  of  agriculture  were  very  slightly  accentuated  by 
the  return  of  some  service  men  to  the  calling  of  farmers,  but  most  of 
the  war-time  increase  consisted  of  persons  on  a wage-earning  status 
who  did  not  take  deep  root  in  the  occupation. 

The  greatest  war-time  concentration  in  man-power  was  in  manu- 
facturing. For  the  w'hole  war  period  it  was  greater  than  in  army 
and  navy  and  all  other  departments  of  government  put  together, 
though  it  probably  did  not  reach  as  high  a peak  at  the  time  of  the 
armistice.  Except  for  the  war  years,  the  percentage  of  the  total 
})0])ulation  engaged  in  manufactures  has  been  quite  steady  from 
1909  to  1927,  and  9 ])er  cent  may  be  taken  as  a fair  normal  for  the 
war  period.  (The  figure  for  1927  is  only  a trifle  over  9.1  per  cent.) 
On  this  basis  the  neutrality  boom  of  1916  called  in  an  excess  of 
about  850,000  workers,  and  this  excess  rose  to  over  II/2  niillions  in 
1917  and  to  2 millions  in  1919,  declining  to  1.8  millions  in  1920. 
After  this,  numbers  declined  steadily  until  1925,  by  which  time  they 
amounted  to  9)4  per  cent  of  the  total  jmpulation. 

This  war-time  increase  in  personnel  brought  about  a large  in- 
crease in  physical  product,  but  not  a proportionate  increase.  Ac- 
cording to  Day’s  index,  the  increase  of  ])hysical  product  from  1915 
to  1916  was  more  than  proportionate  to  increased  man-])ower,  but 
after  that  output  actually  declined  until  1919.  In  the  subsequent 
revision  of  Day’s  figures,  the  average  output  of  1917  and  1918  is  the 
same  as  that  of  191*6,  while  1920  shows  a substantial  increase. 

In  com])arison  with  1915,  in  1916  an  11  ]5er  cent  excess  of 
workers  (in  absolute  numbers)  ])roduced  a 19  ])er  cent  increase  in 
out])ut.  In  1917,  a 20  per  cent  excess  of  workers  above  1915  turned 
out  a 20  ]>er  cent  excess  of  product.  In  1918,  a 25  ])cr  cent  excess  of 
workers  created  a 15''4  pci’  excess  of  ]>roduct  and  in  1920  a 
26^  4 ])er  cent  excess  of  workers  was  responsible  for  a 22  per  cent  ex- 
cess of  ])roduct.  After  the  collapse  of  1921,  out]mt  more  than  re- 
covered; 1922  exceeded  1920,  and  later  years  showed  further  large 
increases,  while  the  number  of  workc'rs  was  actually  decliTiing.  In 

See  King,  op.  cit.,  ]).  50.  Tlie  latest  estimates  are  for  1927. 
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1925  there  were  some  18  per  cent  more  workers  than  in  1915,  and 
over  53  per  cent  more  output. 

These  figures  give  only  part  of  the  picture  of  changes  in  man- 
power, but  unfortunatelv  data  for  some  of  the  missing  elements  are 
quite  unsatisfactorv-  These  missing  elements  include  changes  in  un- 
emplovment,  in  the  length  of  the  standard  working  week,  and  in 
actual  hours  worked  so  far  as  they  differed  from  standard. 

L^nemployment  was  large  in  1914  and  continued  large  through  a 
considerable  part  of  1915.  From  1916  through  1920  it  was  below 
normal,  then  rose  far  above  the  1914  level  and  continued  high 
through  1922,  after  which  it  fluctuated  about  a fairly  normal  per- 
centage. This  means  that  man-power  actuallv  at  work,  relative  to 
1914—15,  was  higher  than  shown  bv  the  figures  of  workers  attached 
to  the  industrv  throughout  the  war  effort  and  also  from  1923  on. 
And  it  was  lower  in  1921-22.“ 

In  the  meantime  the  length  of  the  standard  working  week  was 
trending  quite  steadily  downward,  and  the  years  from  1917  to  1920 
showed  a sharp  increase  in  this  trend.®  However,  indications  point  to 
the  conclusion  that  during  the  period  of  the  war  effort  this  was  con- 
siderably more  than  offset  by  increases  in  actual  hours  worked,  rela- 
tive to  the  standard  week.’  Not  until  1921  and  after  is  there  much 
assurance  that  the  shortening  of  the  standard  week  took  effect  in 
decreased  hours  of  actual  work. 

The  general  indication  is  that  output  per  hour  worked  bv  wage- 
earners  remained  about  constant  in  1914—16,  fell  definitelv  in  1917— 
18,  returned  to  its  former  level  in  1919—20,  and  then  begaii  the 
strong  upward  climb  that  marked  the  period  of  ])ost-war  ju’osperitv. 
These  figures  are,  of  course,  estimates  subject  to  error,  but  the  gen- 

® Professor  Paul  Douglas  has  constructed  an  index  of  unemployment  in 
manufacturing,  railways,  and  street  railways;  see  his  I?er/l  Wages  in  the 
United  States,  1930,  especially  j)j).  443,  445,  455,  457.  The  above  statement 
is  based  on  his  figures. 

® See  ibid.,  p.  116. 

' This  conclusion  rests  on  a comparison  of  earnings  jier  worker  cmploved 
(earnings  and  number  of  workers  from  King  and  percentage  of  unemploy- 
ment from  Douglas)  with  full-time  weekly  earnings  (from  Douglas).  Ac- 
tual earnings  relative  to  1914  fell  short  of  full-time  earnings  only  in  1921. 
Nineteen  fourteen,  the  base  year,  was  iiresumahly  a year  wlicn  actual  hours 
fell  well  below  the  standard  week.  Such  indirect  evidence  as  tliis  sliould,  of 
course,  not  he  relied  on  as  accurate  hut  is  entitled  to  some  weiglit. 
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eral  character  of  the  stor}^  fliey  tell  is  unmistakable  and  convincing, 
as  is  the  story  told  by  the  accompan^dng  chart.®  While  in  agricul- 
ture yield  ]jer  worker  was  fully  maintained  during  the  War  or  even 
increased  slightly,  in  manufactures  it  decreased  until  the  emergency 
was  over,  and  then  soared  upward  to  the  highest  levels  ever  known. 
The  War  was  a definitely  disorganizing  influence  on  American 
manufactures.  It  reduced  their  productive  efficiency. 

There  are,  of  course,  many  reasons  for  this.  The  character  of 
agricultural  products  and  processes  and  of  the  equipment  needed 
did  not  change  as  did  the  corresjjonding  requirements  of  war-time 
manufacturing.  The  shrinkage  in  production  of  “nonessential” 
things  left  much  equipment  idle  and  rendered  the  special  skill  of 
many  workers  valueless.  Other  plants  were  being  pushed  beyond  nor- 
mal capacity  with  overtime  work  and  night  shifts,  entailing  inevi- 
table losses  in  efficiency.®  The  adaptations  of  plants  and  working 
forces  which  took  place  were  not  costless.  Supplies  of  coal,  materials, 
and  essential  parts  were  not  to  be  counted  on ; time  was  lost  in  put- 
ting new  articles  under  quantity  production.  And  the  fact  that 
many  of  the  best  executives  were  serving  in  Washington  at  a dollar 
a year  can  hardly  have  failed  to  have  some  unfavorable  effect  on  the 
efficiency  with  which  these  difficulties  were  met,  though  there  is  no 
way  to  isolate  this  element  in  war  cost.  All  in  all,  the  performance 
was  creditable,  though  unavoidably  wasteful. 

In  all,  the  excess  man-power  in  manufactures  above  a normal  per- 
centage of  the  total  population — the  increase  presumably  due  to  the 

ar — amounted  to  7^/4  million  person-years  for  the  four  years 
1917—20,  or  over  8 million  if  1910  is  included.  This  is  greater  even 
than  the  corresponding  excess  of  6 billion  in  government  service. 
The  total  man-|)ower  actually  devoted  to  manufacturing  for  war 
])urposcs  was  still  greater,  as  war  production  made  heavy  inroads  on 
])roduction  for  normal  private  consumption.  The  release  of  restric- 

® Rej)ro(luccd  by  permission  from  Recent  Economic  Changes,  Chapter 
VI,  bv  I. CO  Wolman,  p.  455.  Report  of  the  Committee  on  Recent  Economic 
Changes  of  the  President’s  Conference  on  Unemployment.  Herbert  Hoover, 
Cliairman,  including  the  reports  of  a sjiecial  staff  of  the  National  Bureau  of 
I'leonomic  Research,  New  York,  McGraw-Hill  Book  Co..  Inc.,  1929. 

® Overtime  work  would  not  naturally  reduce  output  jwr  worker,  though  it 
might  reduce  output  per  hour.  Night  shifts,  on  the  other  hand,  are  jjro- 
vcrbially  less  ]>roduetive  than  day  shifts. 
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tions  on  such  “nonessential”  production  is  no  doubt  responsible, 
jointly  with  the  absorption  of  discharged  service  men,  for  the  fact 
that  the  peak  of  manufacturing  man-power  came  in  1919  and  not  in 
1918.  In  1918  there  were  nearly  3.1  million  persons  more  tlian  nor- 
mal in  government  service  and  about  1,880,000  more  than  normal  in 
manufacturing.  In  1919  the  excess  number  in  government  service 
decreased  to  about  1.9  millions  and  the  excess  number  in  manufac- 
tures increased  to  over  2 millions. 

\'ery  different  was  the  effect  of  the  War  on  the  man-})ower  en- 
gaged in  the  construction  industries.  Here  the  number  of  workers 
declined  from  1,795,000  in  1914  to  1,037,000  in  1918.  After  a re- 
covery in  1919  it  stood  at  1,092,000  in  1920  and  1921.  The  ])ost- 
war  recovery  brought  tlie  numbers  back  to  1,799,000  in  1925,  with 
slifflit  declines  in  the  next  two  years.  Private  housino-  construction 


CHART  XI. 

Groivth  of  Manufactures  in  the  United  States,  1899-1927. 
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was  largely  cut  off  as  being,  from  the  stand})oint  of  the  war-emer- 
gency, nonessential ; and  the  construction  of  cantonments,  war  plants 
and  houses  for  war  workers  did  not  fill  the  gaj).  As  already  pointed 
out,  the  war-time  demand  in  this  field  was  strong  at  times,  hut  ir- 
regular. It  is  difficult  to  say,  however,  how  much  of  the  decline  in 
numhers  was  due  to  the  War,  as  the  shrinkage  went  on  through  1915 
and  1916,  and  was  only  moderately  accentuated  in  1918.  Possibly  a 
quarter  of  a million  workers  were  drawn  off’  from  construction  work 
to  other  forms  of  war  effort,  beyond  the  shrinkage  which  was  appar- 
ently going  on  for  other  reasons. 

In  mercantile  pursuits  there  was  a decline  of  something  over 
100,000  in  1918,  and  curiously  enough  the  decline  was  mostly  in 
entrepreneurs  rather  than  in  wage  and  salary  workers.  This  may 
re])resent  small  tradesmen  directly  drafted  into  the  army,  and  con- 
stitutes an  exception  to  the  general  rule  that  heads  of  enterprises 
who  could  not  be  replaced  were  left  in  their  private  occupations. 
Aside  from  this  one  year  there  was  no  interruption  in  the  steady  in- 
crease of  numhers  engaged  in  mercantile  pursuits,  this  increase  be- 
ing slightly  faster  than  the  general  increase  in  population  or  in 
those  gainfully  employed. 

In  mines,  quarries,  and  oil  wells  there  was  no  marked  change  in 
numhers,  merely  a falling  off  of  a few  thousand  in  1918.  In  hanking 
there  was  a steady  increase,  especially  marked  between  1919  and 
1920.  In  the  transportation  group  also  thex’e  was  a steady  increase 
continuing  through  1920.^®  Fh-om  then  on,  numhers  declined  gradu- 
ally, the  movement  being  dominated  by  a shrinkage  of  over  300,000 
in  railroad  enqxlo^’ees  from  1920  to  1927.  Transport  did  not  begin 
to  absorb  notably  more  than  its  usual  percentage  of  the  total  popu- 
lation until  1918,  and  the  greatest  excess  came  in  1919  and  1920.  In 
the  latter  year  jxerhaps  half  a million  persons  beyond  a “normal” 
quota  were  engaged  in  this  group  of  industries. 

d'here  are  two  other  features  of  the  story  of  economic  mobiliza- 
tion in  this  industry  which  stand  out  strongly  in  the  figures.  One  is 
the  discre])ancy  between  average  numbers  actually  em]iloyed,  as  re- 
ported by  the  Interstate  Commerce  Commission,  and  numbers  “at- 
tached to  the  industry,”  as  rc])orted  by  the  National  Ilureau  of  Eco- 
nomic Research.  This  discre]xancy  ])resumably  reflects  the  National 
Rureau’s  estimate  of  the  amount  of  unemployment  among  those  at- 
This  does  not  include  motor  transjjort. 
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tached  to  the  industry.  The  other  matter  is  the  cliange  in  hours 
worked  j)er  worker. 

Numbers  actually  at  M'ork  fluctuated  decidedly  more  than  num- 
hers  attached  to  the  industry.  Our  entrance  into  the  War  hrouaht 
the  number  at  work  up  closer  to  the  total  number  attached  to  the  in- 
dustry, diminishing  the  margin  of  unemployment  indicated.  The 
moyement  can  probably  best  be  seen  in  the  j)ercentage  relation  be- 
tween the  two  figures,  as  shown  in  the  accompanying  table.  The 
“ayerage  number  employed”  is  for  Class  I carriers  only,  and  they 
employ  approximately  95  per  cent  of  the  total  for  all  carriers. 
Hence  the  jiercentage  figure  is  an  indication  of  unemployment  only 
as  it  falls  materially  below  95  per  cent.  If  the  data  are  to  be  relied 
on,  the  great  and  lasting  falling  off  in  working  force  employed  by 
railroads  which  took  place  in  1921  produced  only  a yery  slow  decline 
in  numbers  attached  to  the  industry  until  four  i/ears  later,  when  at 


Year 

Estimated  number 
attached  to  the 
industry  in  thousands 

A z'eraye 
number 
employed 

Percentayc 

Hours 
zcorked  per 
U'orker  employed 

1916 

1,841 

1,647,097 

89.3 

3,150.9 

1917 

1,852 

1,732,876 

94.6 

3,138.1 

1918 

1,969 

1,841,575 

93.5 

3.095.9 

1919 

2,075 

1,913,422 

92.2 

2,630.1 

1920 

2,163 

2,022,832 

93.6 

2,692.6 

1921 

O 1 oo 

1,659,513 

78.2 

2,499.1 

1922 

2,097 

1,626,834 

77.6 

2.650.0 

1923 

2,080 

1,857,674 

89.3 

2,653.1 

192-i 

2,040 

1,751,362 

85.9 

2.589.3 

1925 

1,891 

1,744,311 

92.2 

2.597.8 

1926 

1,902 

1,779,275 

93.6 

2,625.6 

last 

the  numbers  attached 

to  the  indust 

ry  shrank 

sufficiently  to 

bring  the  percentage  employed  back  aboye  90.  The  declines  in  these 
successiye  years  were  in  thousands,  41,  25,  17,  40,  149. 

This  four-year  lag  may  be  taken  (sul)ject  to  jiossible  im{)roye- 
ment  in  the  estimates)  as  an  interesting  example  of  slow  mobility  of 
labor  in  leaying  an  industry  where  yolume  of  em])loyment  is  declin- 
ing, as  distinct  from  the  more  rapid  flow  toward  industries  which  are 
booming.  The  slowness  is  perhaps  to  be  understood  in  the  light  of 
the  fact  that  there  were  no  large  industrial  groups  in  which  employ- 
ment was  expanding  spectacularly,  while  despite  the  shrinkage  in 
yolume  of  labor  employed,  ayerage  annual  earnings  of  wageworkers 
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remained  high  and  increasing,  almost  catching  up,  in  fact,  with  the 
highest-paid  group  of  all;  namely,  construction  workers.”  Another 
factor  helping  to  retard  the  decline  in  number  of  workers  was  the 
large  and  lasting  drop  in  number  of  hours  worked  ])er  worker,  which 
took  place  from  1918  to  1919. 

The  decline  in  real  annual  earnings  of  workers  attached  to  rail- 
roads in  1919,  and  the  heavier  decline  in  1921,  represented  in  the 
main,  not  a decline  in  wage  rates,  but  for  the  most  part  a shrinkage 
in  em})loyment.  The  average  real  compensation  of  workers  actually 
employed  declined  in  1919,  but  was  higher  in  1921  than  in  1918. 
This  despite  the  fact  that  the  total  purchasing  power  distributed  to 
employees  was  less  in  1921  than  in  1918  and  the  total  number  “at- 
tached to  the  industry”  was  greater.  In  water  transportation,  on  the 
contrary,  real  earnings  not  only  fell  after  the  War,  hut  failed  to  re- 
cover with  the  return  of  jjrosperit}^  and  remained  permanently  be- 
low the  level  of  the  war  years. 

The  part  ])layed  by  the  War  in  this  whole  movement  consisted 
])artly  in  teni])orarily  bringing  more  workers  into  an  industry  where 
economic  forces  were  destined  soon  to  ])roduce  a decline,  thus  accen- 
tuating the  difficulty  of  the  ultimate  adjustment.  It  also  left  the  rail- 
roads, as  a result  of  inflation  su]ierini})osed  on  the  culmination  of 
their  ])re-war  difficulties,  in  an  im])overished  condition  which  un- 
doubtedlv  made  their  retrenchment  in  1921  and  1922  more  severe 
than  it  would  otherwise  have  been.  Thus  it  must  be  held  responsible 
for  the  extreme  character  of  the  .shrinkage  of  railroad  em])loyment 
in  these  years.  To  sum  uj),  the  War  brought  an  abnormally  large 
labor  force  into  the  transportation  industry,  with  a sequel  of  at  least 
two  years  of  (piite  abnormally  heavy  unemployment  before  the  labor 
su])])lv  contracted  sufficientlv  to  re.store  the  balance.  Wages,  being 
])rotected  from  the  full  effects  of  competition,  did  not  fall  as  they 
otherwise  would  have  done  as  a result  of  the  large  oversup})ly  of 
labor. 

The  industrial  grou])  which  .showed  the  heaviest  decline  in  man- 
power, and  which  furnished  the  largest  number  of  workers  to  the 
other  groups,  was  the  group  of  “unclassified”  industries  and  occu- 
pations. ''Phis  includes  the  professions,  dome.stic  and  j)ersonal  serv- 
ice, and  numerous  miscellaneous  trades  and  callings.  I his  group 

” Srr  King,  op.  cil.,  pp.  Ion-  IP'i.'J.  railroad  wages  (aiimial  earn- 

ings) aetiially  exeeeded  tliose  in  eonstruetion. 
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showed  a decline  in  absolute  numbers,  from  1915,  of  over  2.7  millions 
in  1918.  If  we  add  the  decline  in  the  construction  industry  (the  onl}' 
other  group  showing  a significant  shrinkage)  the  total  comes  to 
more  than  millions,  or  slightly  more  than  the  increase  in  all 
branches  of  government  service.  If  we  allow  for  normal  increase  the 
shrinkages  become  greater  and  the  expansion  less,  so  tliat  these  two 
groups  may  be  said  to  have  set  free  for  other  war  work  more  ])ersons 
than  the  Government  absorbed,  by  over  three-fifths  of  a million. 

Thus  the  sources  of  increased  man-power  for  war  work  outside  the 
“consti'uction”  and  “unclassified”  groups  included,  first,  some  8(4 
millions  shifted  from  these  two  groups  from  1915  to  1918,  second, 
the  whole  normal  increase  in  the  working  j)opulation,  or  something 
over  iy2  millions,  and  third,  about  80(),00t)  beyond  the  normal  in- 
crease, representing  persons  drawn  into  service  of  one  sort  or 
another  from  outside  the  ranks  of  industry.  The  total  is  over 
5,550,000.  From  these  sources  came  tlie  man-])ower  which  was  able 
to  furnish  an  increase  of  nearly  8.2  millions  in  government  service 
and  of  over  2(4  millions  in  manufactures.  These  figures  are  averages 
for  entire  years,  and  so  do  not  show  the  condition  at  the  time  of  the 
armistice,  when  the  armed  forces  alone  numbered  between  -i.l  and 
•1(4  millions,  or  nearly  1 millions  above  the  ])re-war  level. 

This  picture  of  mobilization  does  not,  of  course,  count  shifts 
within  the  groups.  A large  part  of  the  remaining  construction  work 
was  for  war  uses,  directly  or  indirectly.  Noncssential  manufactures 
were  ruthlessly  curtailed  and  plants  converted  to  war  uses,  as  we 
have  seen.  The  farmer  raising  his  regular  crop,  the  miner,  lumber- 
man, and  steel  worker  at  their  regular  jobs,  all  became  war  workers 
to  the  extent  that  their  products  were  diverted  to  war  uses  from  the 
regular  uses  of  peace. 

Of  the  total  diversion  of  man-power  onlv  a rough  estimate  can  l>e 
made.  The  chief  evidence  is  the  bare  fact  that  the  nation  s])ent,  in 
1918,  approximately  25  per  cent  of  its  total  income  on  the  War,  of 
which  slightly  over  5 ])er  cent  went  for  pay  of  government  war- 
personnel  and  slightly  less  than  20  per  cent  went  for  industrial 
products  and  services.  As  the  total  personnel  of  ]>rivate  occu])ations 
was  85,178  ,000,  it  seems  a fair  first  a])];>roximation  to  conclude  that 
labor  power  equivalent  to  7 million  private  workers  for  a full  vear 
was  absorbed  by  the  War  in  1918.  Tliis  does  not  include  production 
of  goods  to  be  consumed  l)y  persons  in  government  service  for  their 
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ordinary  subsistence.  Credit  is  also  allowed  for  the  subsequent  sal- 
vage value  of  suiqdus  stocks  of  war  supplies.  The  figure,  then,  is  an 
estimate  of  man-power  devoted  to  what  may  fairly  be  called  eco- 
nomic waste  or  destruction.  As  an  estimate  of  the  peak  of  the  gross 
effort  without  these  deductions,  the  War  Department’s  figure  of  9.d 
millions  seems  not  impossibly  high. 

Of  course,  funds  expended  are  not  an  accurate  gauge  of  labor  ab- 
sorbed, but  the  war  effort  was  probably  fairly  representative  in  that 
respect,  including  agriculture,  where  value  produced  per  worker  is 
low,  and  manufacturing  and  construction  where  it  is  high.  It  also 
appears  that  the  dollar  spent  by  the  Government  shrank  in  purchas- 
mg  power  by  about  the  same  amount  as  the  average  dollar  s})ent  in 
tlie  wholesale  markets.^" 

A similar  calculation  for  the  other  war  years  reveals  a diversion  of 
about  4i/->  millions  in  1917,  over  3%  millions  in  1919  and  a small 
amount  less  than  200,000  in  1920.  The  total  for  the  four  vears,  on 
this  basis  of  approximation,  would  be  about  151/4  million  person- 
years.  This  is  in  addition  to  the  war  increase  of  persons  in  govern- 
ment service,  amounting  to  over  6 million  })erson-years  in  all,  ap- 
proximately 065,000  in  1917,  3,100,000  in  1918,  1,820,000  in  1919 
and  440,000  in  1920.  At  the  time  of  the  armistice  there  were  over 
4,100,000  in  armv,  navy,  and  marines  (normal  peace  strength  being 
])ossil)ly  170,000)  and  probably  about  350,000  in  civil  departments 
of  the  Federal  Government  beyond  what  ])eace-time  functions  would 
have  required,  or  a war  increase  of  practically  4,300,000.  The  total 
diversion  of  man-])ower  in  the  four  years,  then,  may  be  roughly 
reckoned  at  from  21  to  21  Vh  million  ])erson-years,  or  well  over  half 
a normal  vear’s  economic  effort  for  the  entire  country. 

Based  on  comparison  of  the  ])riee  index  of  war  expenses  in  King  with 
tlie  United  States  Bureau  of  I,al)or  wliolesale  price  index. 
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SHIFTS  IN  MAN-POWER  VS.  SHIFTS  IN  INCOME 

^V  E have  already  discussed  the  eflects  of  the  M ar  on  the  incomes  of 
different  classes : wage-earners,  salaried  workers,  security  holders, 
and  others.  No  less  important  are  the  effects  on  the  different  grou])s 
enp'aaed  in  different  industries.  Did  the  demand  which  caused  mil- 
lions  of  workers  to  flow  out  of  certain  industries  and  into  others 
cause  a correspondingly  great  increase  in  rewards  in  the  directions 
in  which  demand  was  concentrated,  and  ilecrease  elsewhere.^  It  would 
undoubtedly  have  done  so  in  the  absence  of  governmental  control  to 
an  extent  that  would  have  greatly  increased  the  burdens  of  the  ^Var 
and  actuall}’  hampered  the  war  effort. 

Writers  have  pointed  out  that  war  demands  were  virtualh’  un- 
limited. ^Mobilization  of  usable  funds  outstri})})ed  the  })ossible  mobi- 
lization of  products,  with  the  residt  that  ])rices  of  essential  goods 
would  have  risen  beyond  the  levels  that  were  nccessarv  or  effective  in 
stimulating  the  utmost  increase  of  out[)ut.  Incompetent  producers 
bidding  for  materials  would  have  stood  in  the  way  of  adequate  sup- 
})lies  for  those  who  could  make  more  effective  use  of  them.  Workers 
in  receipt  of  high  wages  would  have  used  them  to  bid  against  the 
Government,  diverting  priceless  man-])ower  to  producing  the  unac- 
customed luxuries  which  the  War  ])laced  within  their  reach.  And 
they  would  have  spent  time  moving  from  place  to  ])lace,  hunting  the 
em})loyer  who  would  pav  the  highest  wages,  instead  of  working  for 
some  employer  in  the  industries  where  their  services  were  obviouslv 
needed.  All  these  things  ha])pened  as  it  was,  but  they  would  haye 
hapj)ened  on  a far  more  disastrous  scale  in  the  absence  of  goyern- 
mental  control. 

The  actual  outcome  was  a resultant  of  the  forces  of  su])ply  and 
demand,  modified  by  taxation  and  by  goyernmental  control  and 
modified  further  by  the  control  exercised  by  industrial  groups  them- 
selves, es])ecially  organized  labor.  In  general  terms,  the  groups 
whose  products  were  most  in  demand  showed  the  greatest  ]iros])eritv, 
and  those  which  were  least  in  demand  suffered  most,  but  each  indus- 
trial group  exhibited  special  characteristics  and  had  its  own  indi- 
vidual story. 
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^Manufacturing  was,  as  wc  have  seen,  the  group  in  which  the  great- 
est expansion  took  jilace.  And  as  was  to  be  expected,  profits  were 
highd  But  in  terms  of  purcliasing  power,  and  deducting  taxes  paid 
by  business  as  such,  profits  reached  their  peak  in  1916.  They  had 
gained  about  50  per  cent  in  a single  year,  but  by  1918  they  had  lost 
more  than  half  of  this  gain.  Even  without  deducting  business  taxes 
paid  to  the  Federal  Government,  it  seems  fairly  certain  that  the 
peak  came  in  1917,  and  that  later  years  were  materially  lower.  The 
total  amount  of  compensation  paid  to  employees,  in  terms  of  con- 
stant purchasing  power,  increased  more  slowly  but  did  not  decline. 
In  1916  it  was  24<Y2  per  cent  above  the  1915  level  and  in  1918  it  was 
88  per  cent  above.  It  lagged  behind  profits  at  first,  and  then  passed 
them.  From  1917  to  1918,  employees  gained  just  about  what  entre- 
preneurs lost.  This  represented,  however,  an  increase  in  numbers  of 
employees  and  not  in  compensation  jjer  worker.  Real  wages  per 
worker  in  1916  were  over  ll  per  cent  above  the  1915  level,  and  in 
1917  and  1918  were  I2V2  pei’  cent  above.  Salaries,  on  the  same 
basis,  were  in  1916  a little  over  1 per  cent  below  the  1915  level,  and 
in  1918,  5 per  cent  below.  Real  salaries  in  manufacturing  fell  hardly 
at  all,  while  the  average  for  all  industries  showed  a decline  of  23.6 
per  cent.  And  wages  in  manufacturing  gained  38  per  cent,  com- 
pared to  an  average  gain  for  all  industries  of  6.-1  j^er  cent. 

In  the  post-war  readjustment  the  story  was  different.  Entrepre- 
neur income  had  shrunk  in  1922  to  two-thirds  of  its  1918  level,  while 
total  compensation  to  workers  shrank  only  8 per  cent.  Wages  (an- 
nual earnings)  per  worker  shrank  6V2  cent  and  salaries  per 
worker  shrank  3.7  per  cent. 

This  refers  only  to  income  actualR  divided.  Income  earned  was 
larger,  and  corporate  savings  were  abnormally  large  from  1916 
through  1919.  This  may  be  regarded  as  havine’  had  the  effect  of  ac- 
cumulating  reserves  against  post-war  deflation ; and  any  abnormal 
amount  so  accumulated  was  undoubtedly  dissipated  in  the  disastrous 
year  1921,  Avhen  cor{)orate  savings  of  factories  were  drawn  down  by 
$1, 6-17, 000  to  maintain  interest  and  dividend  payments.^  I^ncertain- 
ties  as  to  the  ])recise  effect  of  corporate  bookkee])ing  in  the  face  of 
enormous  j)rice  changes  make  any  exact  statement  impossible. 

^ The  hasie  data  used  in  this  discussion  are  tlic  tables  in  King,  op.  cif.,  pp. 
ii2-ii.‘5,  i.‘}o-i;n.  152-153,  i6i-i(;5. 

- Ibid.,  ]).  280. 
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Agriculture  was  emphatically  an  “essential  industry,'’  but  one  in 
which  man-power  increased  hardly  at  all.  I’hysical  product  was  well 
maintained,  showing  a very  slight  increase  for  1917-19  over  the 
average  of  1913-16.  The  increase  of  workers  was  still  smaller.  The 
value  of  the  product,  on  the  other  hand,  rose  very  materially.  The 
purchasing  power  realized  by  all  those  drawing  incomes  from  agri- 
culture went  up  in  1916  to  8 per  cent  above  the  1915  level,  and  in 
1918  to  ^25  per  cent  above.  This  means  that  agricultural  prices  had 
increased  about  that  much  more  than  the  cost  of  living. 

The  greater  part  of  this  income  goes  to  farmers  and  farm  owners, 
and  the  real  income  of  entrepreneurs  and  other  property  owners  in 
agriculture  increased  J^9  per  cent  from  1915  to  1918.  The  real  earn- 
ings of  wage-earners  increased  only  a trifle  over  2 }>er  cent,  while  the 
few  salaried  workers  lost  9.6  per  cent  of  their  real  income.  This  con- 
dition is  perhaps  natural.  Here  is  an  industry  in  which  little  increase 
in  personnel  is  brought  about,  and  wages  rise  only  slightly  more 
than  enough  to  balance  the  rising  cost  of  living.  It  is  also  an  indus- 
try in  which  wage-labor  is  not  organized.  Did  it  fail  to  attract  more 
personnel  because  real  wages  did  not  rise  appreciably,  or  did  wages 
fail  to  rise  because  the  industry  needed,  or  could  use,  only  a slight 
increase  in  hired  labor  A little  of  both,  perha])s.  The  industry  could 
certainly  not  have  made  effective  use  of  any  such  flood  of  man-power 
as  went  into  manufacturing.  And  in  view  of  the  competing  needs, 
there  was  no  apparent  expectation  of  largely  increasing  farming 
personnel : despite  the  fact  that  the  country  was  most  earnestly  long- 
ing for  more  foodstuffs.  Actual  effort  concentrated  largely  on  such 
increased  acreage  as  could  be  secured  with  little  increase  in  person- 
nel, and  on  the  turning  out  of  the  ])roducts  best  suited  to  the  war 
needs.  The  general  inelasticity  of  the  industry  may  have  prevented 
both  a large  flow  of  workers  into  it,  and  a corres])onding  increase  in 
wages,  while  the  lack  of  labor  organization  no  doubt  contributed  to 
the  result.  The  gains  here  went  mainly  to  the  farmers  themselves. 
Needless  to  say,  they  were  not  maintained  after  1920. 

The  general  story  of  railroads  during  the  War  is  well  known. 
Here  rates  were  not  raised  proportionately  to  increases  in  expenses, 
and  net  earnings  shrank  until  for  a time  they  were  actually  less  than 
zero.  The  “realized  income”  of  the  owners  did  not  suffer,  in  terms  of 
actual  dollars,  because  of  the  federal  guaranty,  but  while  it  re- 
mained very  nearly  constant  in  money  terms,  it  naturally  suffered 
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the  full  ellect  of  the  shrinkage  in  purchasing  jJower  of  the  dollar. 
Thus,  even  with  the  help  of  the  guaranty,  the  real  incomes  of  railroad 
owners  were  heavily  reduced.  Wage-earners  attached  to  this  indus- 
try gained  nearly  313  per  cent  in  real  earnings  from  1915  to  1918, 
j)artiy  through  an  increase  in  the  j^roportion  of  workers  emplo3'ed 
to  those  attached  to  the  industiy  (a  reduction  of  unemplo\mient) , but 
mainly  through  increased  wages.  The}’  thus  fared  materially  better 
than  wage-earners  in  general,  who  gained  on  the  average  about  6.1 
per  cent.  Salaried  workers  on  railroads  lost  something  over  3 per 
cent,  as  coni])ared  to  the  average  loss  of  23.6  per  cent  for  all  salaried 
workers ; thus  thev^  also  fared  better  than  the  general  average.  The 
war-time  wage  scales  in  this  industr}’  were  marked  b}’  two  outstand- 
ing characteristics : a leveling  out  of  sectional  differences  in  wages, 
which  resulted  in  the  greatest  gains  for  southern  emplovees,  and  a 
deliberate  narrowing  of  the  spread  between  the  lowest  and  the  high- 
est rates  of  pay.  The  lowest-paid  workers  made  the  largest  gains. 

IVater  trans])ortation  affords  another  special  case.  The  numbers 
engaged  show  no  growth  until  1918  and  remarkablv  little  growth 
then,  but  this  is  largely  due  to  the  manning  of  our  new  ships  with 
nav}'  crews  to  the  nuinbeu  of  probabl}’  about  20,000.  Bv’  1920  num- 
bers had  reached  their  peak,  at  408,000  or  63  per  cent  above  the 
numbers  of  1915.  This  reflects  the  fact  that  some  four-fifths  of  our 
shi])building  program  was  completed  after  the  armistice.  IMean- 
while  the  income  realized  from  this  service  was  growing  by  leaps  and 
bounds  eyen  before  our  entry  into  the  War,  and  in  1920  it  was  76 
])er  cent  aboye  its  1914  leyel,  in  terms  of  constant  ])urchasing  power. 
Wa  ges  and  salaries  both  shared  in  this  increase,  real  wages  rising 
oyer  24  ])er  cent  from  1914  to  1918,  and  real  salaries  nearly  31  per 
cent.  This  is  unique  in  that  salaries  not  only  gained  more  than 
enough  to  offset  the  rising  ])rice-le\'el,  but  gained  more  than  wages. 
x\nd  wages  in  this  grou])  of  industries  gained  far  more  than  the  gen- 
eral aycrage.  Risk  was  of  course  a large  element  in  bringing  about 
these  large  increases. 

d'he  course  of  business  ])rofits  in  this  industry  has  little  or  no  sig- 
nificance, owing  to  the  taking  oyer  of  ocean  shijqiing  by  the  Goyern- 
ment.  Profits,  under  these  conditions,  show  a sharp  increase  until 
1917,  and  then  a decrease. 

In  street  railways,  numbers  engaged  show  no  effect  traceable  to 
the  War,  but  merely  a gradual  and  normal  increase.  Income,  on  the 
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other  hand,  failed  to  keep  j)ace  witli  the  general  rise  of  })riees  and 
hence  showed  a heavy  decrease  in  terms  of  purchasing  power;  the 
result  of  the  rigidity  of  the  five-cent  fare  as  dictated  by  custom  or 
fixed  by  the  terms  of  franchises.  Even  as  late  as  19i25,  the  “total 
realized  income”  in  this  field  was  still  slightly  below  the  level  of 
Physical  performance,  in  terms  of  revenue  car-miles  })er 
employee  attached  to  the  industry,  showed  no  very  significant 
chana’es.  It  rose  to  a maximum  of  over  7,000  in  1916  and  1917  ami 
then  fell  off  slightly.  The  total  number  of  car-miles  increased  very 
slowly  from  1916  on,  increasijig  about  10  per  cent  in  ten  years  and 
remaining  virtually  stationary  thereafter,  with  the  result  tliat  the 
volume  of  service  per  capita  of  the  total  population  declined  nearly 
10  per  cent  from  191d  to  1927.  This  is  a relatively  declining 
industry. 

Salaries  declined  some  15  per  cent  from  1915  to  1918  in  purchas- 
ing })ower,  but  recovered  fully  by  1921,  after  which  they  neither 
rose  nor  fell  materially.  Wages  on  the  same  basis  fell  some  9 per 
cent,  and  by  1923  were  approximately  stabilized  at  a level  about  20 
per  cent  above  that  of  1915.  Thus  salaried  eni])lovees  fared  some- 
what better  than  in  other  industries,  losing  somewhat  less  than  the 
average,  but  wage-earners  fared  markedly  worse  than  the  average, 
both  in  the  war  and  ])ost-war  periods.  Yet  even  a relatively  declining 
industry,  with  a yirtually  stationary  personnel,  had  to  raise  money 
wages  in  the  war  ])eriod  so  that  in  1918  they  fell  only  9 per  cent 
short  of  the  inflation  of  liying  costs,  and  by  1920,  when  costs  of  hy- 
ing were  at  their  peak,  money  wages  had  definitely  outstripjied  them. 
And  during  the  post-war  period,  des])ite  a des])erate  financial  crisis 
in  the  industrv',  with  eyery  motiye  to  retrenchment,  money  wages 
were  still  maintained  at  yery  nearly  the  ]>eak  leyels  of  1919-20,  with 
the  result  that  real  wages  rose  with  the  ])ost-war  deflation  to  new 
high  leyels. 

As  compared  to  the  ayerage  course  of  wages,  street  railway 
workers  had  made  most  of  their  post-war  gain  by  1921  or  1922, 
while  workers  in  general  made  most  of  theirs  afterward.  Another 
way  of  describing  the  moyement  is  to  note  that  l)efore  the  War  street 
railway  wages  were  higher  than  the  general  ayerage  by  about  20  i^er 
cent,  that  by  1918  they  had  lost  most  of  this  adyantage,  in  1921 
they  had  lea])ed  into  a lead  of  nearly  50  per  cent,  after  which  gen- 

® King,  op.  cit.,  p.  101. 
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oral  wages  rose  rajjidl}'  and  street  railway  real  wages  very  little, 
with  the  final  result  that  in  1927  their  advantage  was  20  per  cent  or 
only  a little  less  than  in  1915.  This  is  an  exam])le  of  something  of 
which  many  more  instances  could  be  cited — a disturbance  of  pre- 
war relationships  followed  by  an  a])proximate  or  jJartial  restoration 
during  the  post-war  period. 

Profits  in  this  industry  are  the  share  at  the  expense  of  which 
wages  and  salaries  have  been  maintained  or  increased.  In  terms  of 
total  purchasing  power  divided,  they  began  to  shrink  in  1916, 
reached  a minimum  in  1920  at  barely  over  half  their  1915  level,  re- 
covered in  1923  to  slightly  more  than  two-thirds  of  the  1915  level, 
and  then  declined  somewhat  to  1925.  Even  in  terms  of  actual  dollars, 
divided  profits  shrank  during  the  War,  and  for  the  four  }'ears  1918- 
21  stood  at  an  average  of  ITT  millions  as  against  189  millions  in 
1911  and  196  millions  in  1916.  In  1925  they  Avere  again  196  mil- 
lions. This  is  in  spite  of  any  increases  in  investment  made  during  the 
period.  These  increases,  from  191T  on,  were  very  small,  probably  not 
more  than  an  average  of  1 })er  cent  per  year.^ 

The  other  two  great  public  utility  groups,  telephones  and  electric 
light  and  ]iower,  unlike  street  railways,  are  expanding  industries, 
esjjecially  the  latter,  yet  the  rewards  of  their  employees  do  not  accu- 
rately reflect  their  relative  condition  of  growth.  Real  wages  in  the 
telephone  industry  rose  more  than  the  general  average,  while  in  the 
electric  light  and  power  industry,  which  was  expanding  much  faster, 
real  wages  rose  less  than  the  general  average.  The  personnel  of  the 
telephone  industry  rose  from  226,000  in  1914  to  385,000  in  192T, 
while  that  of  the  electric  utilities  rose  from  82,000  to  221,000  in  the 
same  ])eriod.  The  War  had  no  clear  effect  on  this  groA\-th,  except 
perhaps  to  retard  it  somewhat  during  the  ])eriod  of  actual  hostilities 
and  immediate  ]>ost-war  readjustment. 

Total  income,  in  terms  of  constant  ])urchasing  power,  grew  faster 
than  ])ersonnel  in  the  case  of  telephones,  and  not  quite  as  fast  in  the 
case  of  electric  current — another  slight  anomaly,  since  the  latter 
industry  was  ex])anding  more  rapidly. 

Real  Avages  in  electric  utilities  suffered  even  more  than  in  street 

■*  Data  hearin<^  on  tliis  question  are  found  in  King.  op.  cit.,  ))p.  206,  208, 
210-242,  280.  'ITiesc  tables  give  total  market  values  of  seeurities.  neAv  money 
invested  by  individual  seeurity  holders,  and  eorporate  savings  (the  last  only 
at  five-year  intervals). 
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railways  in  1918,  and  recovered  more  slowh\  In  1927  they  stood  in 
almost  the  same  relative  jjosition  to  street  railway  wages  which  they 
had  held  in  191d-15,  being  2 per  cent  lower,  though  from  1909  to 
1913  they  had  been  from  3 per  cent  to  4;  per  cent  higher.  Telephone 
wasres  also  fell  during  the  War  about  as  much  as  those  in  the  electric 
industry,  but  subsequently  rose  much  more.  Salaries  in  the  electric 
industry  had  fallen  30  ])cr  cent  in  1919,  in  ])urchasing  power,  while 
telephone  salaides  fell  16  per  cent.  By  1927,  salaries  in  electric  utili- 
ties had  recovered  to  slightly  more  than  their  1915  level,  wliile  tele- 
plione  salaries  showed  a gain  of  nearly  32  per  cent  above  tliis  level. 
From  a pre-war  range  of  9 per  cent  to  17  ])er  cent  below  those  in 
electric  utilities  they  had  risen  to  a level  5 per  cent  above  them. 

Profits  in  the  telephone  industrv,  in  terms  of  purchasing  j)ower, 
increased  somewhat  less  than  ])ersonnel,  while  in  electric  utilities 
they  increased  materially  faster.  This  whole  situation  possihlv  re- 
flects the  fact  that  in  electric  utilities  greater  strides  were  made  in 
increasing  the  capacity  of  mechanical  equipment  per  employee,  and 
so  substituting  large  increases  in  investment  for  the  services  of 
manual  workers.  Tlie  automatic  telephone,  on  the  other  hand,  was 
just  beginning  to  he  introduced,  under  the  impulse  of  an  incipient 
shortage  in  the  rather  restricted  market  from  which  tele})hone  o])era- 
tors  are  drawn. 

In  the  mercantile  field  no  spectacular  changes  seem  to  have  oc- 
curred. Total  personnel  showed  less  than  normal  increase  during  the 
W ar,  and  a small  decline,  of  something  over  2]A  ])er  cent,  from  1917 
to  1918.  Realized  ])rofits  remained  remarkal)ly  stable  about  a level 
of  a])proximately  2-74  billions,  rising  14  billion  al)ove  tliis  level  in 
1917  and  falling  below  it  by  about  300  millions  in  1920  and  200 
millions  in  1921.  From  1923  on,  there  was  a sudden  rise  to  new  high 
levels.  Real  wages  and  salaries  declined.  Annual  real  earnings  of 
wage-earners  fell  nearly  11  ])er  cent  from  1915  to  1918,  wliile  sala- 
ries did  not  reach  bottom  until  1920,  when  they  had  lost  nearly  27 
})er  cent  as  conqiared  to  the  1915  level.  In  this  indu.strial  grou]). 
])rofits  were  better  protected  than  either  wages  or  salaries. 

Tlie  construction  industry  was  one  of  the  heavy  losers  by  the 
War.  Personnel  declined  steadily  from  191-1  to  1918,  the  total  de- 
cline being  12  per  cent.  But  the  very  fact  that  the  decline  began  so 
soon  suggests  that  other  forces  than  the  War  were  at  work.  The 
total  realized  income  of  the  industry  did  not  decline  materially  until 
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1917;  in  current  dollars  it  even  increased  in  1916.  In  1918  it  had 
shrunk,  in  terms  of  constant  j)urchasing  power,  43  }>er  cent  of  its 
1915  level  (or  44  per  cent  of  the  level  of  1914).  Profits  followed  a 
corresponding  course,  remaining  almost  undiminished  in  terms  of 
purchasing  power  through  1916,  and  then  dropping  to  27.6  per 
cent  of  their  1915  level.  ^Vages  meanwhile  rose  suhstantiallv  (in 
terms  of  real  annual  earnings)  although  a large  part  of  the  rise 
must  be  attributed  to  a lessening  of  unemployment  going  along  with 
the  shrinkage  of  the  personnel  attached  to  the  industry.  The  year 
1917,  Avhen  profits  shrank  enormously,  brought  only  a small  and 
temporary  setback  to  real  Avages ; and  this  Avas  more  than  made  good 
in  the  folloAving  year.  The  real  earnings  of  salaried  Avorkers  declined, 
hut  yery  slightly.  INIoney  salaries  almost  kept  pace  Avith  rising  costs 
of  hying,  and  left  salaried  Avorkers  far  better  off  here  than  on  the 
average.  In  this  industry  Avorkers’  incomes  Avere  better  ]n-otected 
tlian  j)rofits.  As  to  explanations,  aside  from  the  strengih  of  the 
building-trades  unions,  Ave  have  in  this  industry  a someAvhat  excep- 
tional situation  in  that,  Avhile  much  construction  AA’as  “nonessential,” 
the  remainder  Avas  not  only  highly  essential  but  highl}"  irregular  and 
highly  urgent.  W’hen  construction  Avorkers  were  Avanted,  they  Avere 
Avanted  very  badly  indeed. 

In  “mines,  quarries,  and  oil  Avells,”  on  the  contraiw,  profits  rose 
enormously,  real  Avages  rose  32  per  cent  and  even  real  salaries 
shoAved  a slight  gain.  Here  the  demand  Avas  increasing  insistently, 
Avhile  personnel  remained  substantially  unchanged.  In  coal  mining 
(Avhich  largely  dominates  this  group)  physical  output  }Aer  Avorker 
increased  yery  materially;  though  not  in  as  large  proportion  as  the 
rise  in  AA’ages.®  This  reflects  largely  the  effect  of  steadier  employ- 
ment, as  tlie  Avar-time  coal  industry  Avas  able  to  give  its  Avorkers  con- 
siderably more  days’  Avork  ]>er  year  than  had  been  customary.  The 
es])ecially  large  increase  in  ])rofits  presumably  reflects  the  necessity 
(real  or  su])])osed)  of  permitting  prices  that  AA'ould  afford  a profit  to 
inferior  Avorkings,  in  order  to  make  up  the  su])ply  needed  by  the 
countrA'. 

ddiere  remain  the  unclassified  occu])ations.  Tliat  these  contained 
a dis])ro])ortionately  large  amount  of  “nonessential”  production  is 
Avitnessed  by  their  enormously  heaA-y  decline  in  personnel,  far  larger 

See  Kiiiji,  op.  cH.,  ]).  319. 
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tluan  in  an}’  other  group  and  beginning-  as  early  as  1916.  In  terms  of 
earnings,  the  war-time  history  of  this  group  is  j)ossihly  more  peeul- 
iar  and  instructive  than  that  of  any  other.  Total  realized  earnings 
declined,  in  terms  of  constant  ])urchasing  j)owcr,  slightly  more  than 
the  decline  of  ])ersonnel,  indicating  that  prices  charged  for  these 
goods  and  services — largely  “nonessential” — ])rohably  rose  less  than 
the  general  average.  Profits,  on  the  other  hand,  shrank  far  less  than 
total  earnings,  after  allowing  for  the  inflated  dollar.  Real  profits 
shrank  17  per  cent  from  1915  to  1918,  while  total  earnings,  in  1913 
dollars,  shrank  37.7  per  cent.  Nineteen  nineteen  showed  shrinkages 
of  28.7  per  cent  in  profits  and  -13.5  per  cent  in  total  earnings.  Total 
wages  and  salaries  naturally  showed  a heavy  shrinkage,  total  wages 
declining  52%  per  cent  in  purchasing  power  from  1915  to  1919.  In 
terms  of  average  annual  real  earnings  j)er  worker,  wages  fell  over  18 
per  cent  from  1915  to  1919,  but  more  than  recovered  in  1922.  Sala- 
ries, on  the  same  basis,  fell  nearly  31  per  cent  (reaching  their  low 
point  in  1920)  and  never  recovered  their  1915  level. 

The  “unclassified'’  group  may  })erhaps  be  taken  as  reflecting,  in  a 
blurred  way  as  any  such  heterogeneous  grou})  must  do,  the  story  of 
nonessential  production.  The  decline  of  outj)ut  was  brought  about 
not  merely  by  declining  demand,  but  also  bv  public  policy  acting  on 
supply,  through  rationing  of  coal  and  any  other  materials  which 
might  be  essential  in  nonmanufacturing  productions ; also  by  rail- 
road priorities  and  other  means.  Prices  of  nonessentials  were  not 
regulated,  with  the  result  that  they  rose  nearly  as  much  as  prices  of 
essentials.  IMoreoyer,  the  natural  lag  of  wages  when  ])rices  rise  was 
not,  in  nonessential  industries,  so  strenuously  combated  by  ])ublic 
policy  acting  through  wage-adjustment  boards  and  aiming  to  make 
wages  keep  pace  with  rising  costs  of  liying.  Some  differential  to  the 
disadvantage  of  wage  levels  in  nonessential  production  was  actuallv 
in  the  public  interest.  Thus  a heavy  fall  in  real  wages  was  natural. 
And  between  these  two  moyements,  of  wages  and  of  ])rices,  it  was 
natural  that  profits  should  have  been  amply  protected,  despite  de- 
clining production. 

In  connection  with  the  matter  of  shifts  in  income  as  between 
groups,  the  question  naturally  arises;  what  effect  did  the  War  haye 
on  the  relatiye  ])rosperity  of  rich  and  poor.^  Did  it  tend  to  make  the 
rich  relatiyely  richer  or  relatiyeh’  poorer?  On  this  question  the  best 
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evidence  is  probably  that  contained  in  King’s  study.®  Here  incomes 
are  grou])ed,  not  according  to  the  deceptive  criterion  of  actual  dol- 
lars, but  according  to  purchasing  power.  Thus  the  lowest  income- 
group  consists  of  those  receiving  less  than  $5,000  in  1913,  or  less 
than  $8,309  in  1926.  Otherwise  the  fictitious  swelling  of  the  mere 
dollar  magnitude  of  incomes  would  have  ])roduced  a very  gi-eat  ap- 
parent shift  to  higher  income-groups,  due  merely  to  war-time  infla- 
tion. Even  so,  the  figures  must  be  construed  in  the  light  of  the  fact 
that  a general  increase  in  pros})erity,  increasing  real  incomes,  and 
affecting  all  alike,  would  increase  the  ^percentages  in  the  higher  in- 
come-groups. 

In  summary,  tlie  years  1916  and  1917  showed  an  increase  in  the 
percentage  of  incomes  above  what  we  mav  call  the  $5,000  class,  1918 
and  1919  showed  a return  to  the  1914  level,  1920  and  1921  showed  a 
slight  decrease,  and  1922  to  1926  showed  a steady  increase,  bringing 
these  larger  incomes  to  what  is  undoubtedlv  a new  high  percentage. 
The  boom  of  1916  affected  chieflv  the  percentage  of  incomes  above 
$25,000,  more  than  trebling  the  percentage  in  the  highest  group, 
from  $150,000  of  1913  upward.  In  1917  there  was  a recession  of  the 
]pro]Portion  of  incomes  in  these  two  highest  classes,  which  was  more 
than  made  u|)  bv  an  increase  in  tbe  ])ercentage  falling  in  the  third 
group,  $5,000  to  .$25,000.  In  1918  all  percentages  returned  a])])roxi- 
mately  to  the  1914  level  and  remained  near  it  in  1919,  except  that 
some  of  the  highest  grou})  fell  into  the  group  next  below.  Thus,  dur- 
ing the  actual  ])articipation  of  tlie  United  States  in  the  War,  there 
was  no  marked  shift  of  these  income-groups  from  their  pre-war  rela- 
tionships, whatever  may  have  ha])])ened  within  the  groipps  or  what- 
ever may  have  been  the  shifts  of  individuals  from  one  group  to  an- 
other. If  some  individuals  sank  into  lower  grou])s,  others  rose  into 
higher  grou])s  in  a])]Proximatelv  equal  numbers. 

In  1920-21,  all  the  higlier  income-groiqps  suffered,  the  smallest 
grou])  of  highest  incomes  showing  tlie  greatest  relative  shrinkage. 
This  group  fell  to  about  one-fourtli  to  one-fifth  of  its  1914  magni- 
tude. Rv  1926  tlie  ]icrcentage  in  this  highest  income-groiq)  had  re- 
turned to  slightlv  above  its  })re-war  magnitude,  while  tlie  two  inter- 
mediate groiqis,  covering  the  range  from  .$5,000  to  $150,000  in  191.3 
dollars,  had  increased  greatly.  The  second  group  had  risen  from 

" See  The  Xatioiial  Income  and  Its  Pnrehasing  Po-cer,  Clia]itcr  VII,  espe- 
eiallv  pp.  1 77-1  79. 
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.06Ii  per  cent  to  .106'  per  cent  and  the  third  from  .599  per  cent  to 
.9GI  per  cent.  This  bears  out  the  general  impression  that  post-war 
prosperity  has  brought  about  an  uii])recedented  increase  in  the  num- 
bers of  the  well-to-do  and  substantially  wealthy. 

These  figures,  however,  tell  nothing  of  shifts  within  the  great 
group  of  incomes  under  $5,000,  which  still  includes  nearly  99  i>er 
cent  of  the  total,  and  within  which  the  most  ])ressing  problems  of 
inequality  are  to  be  found.  Within  this  group,  there  were  tendencies 
during  the  War  making  for  greater  ecjuality,  and  some  making  in  the 
other  direction,  but  those  making  for  equality  appear  to  predomi- 
nate. One  such  tendency  was  the  rise  of  wages  and  the  fall  of  salaries, 
tending  to  bring  the  averages  of  these  two  groups  closer  together. 
Another  tendenc}',  resulting  from  the  use  of  cost-of-living  figures  in 
wage  adjustments,  was  the  granting  of  greater  relative  increases  to 
the  lowest-paid  workers  whose  need  was  the  greatest.  Roth  these 
tendencies  are  seen  most  markedly  in  the  adjustments  of  railway 
waffes  and  salaries.  Sectional  differences  were  also  ironed  out  in  the 
railway  wage  scales,  though  this  may  have  produced  as  much  real 
inequality  as  it  eliminated,  or  more,  due  to  sectional  differences  in 
the  cost  of  living.  In  general,  the  war  period  showed  a reduction  of 
the  previous  differentials  between  skilled  and  unskilled  labor."  These 
differentials  have  since  been  restored  nearlv,  but  apparentlv  not 
quite,  to  the  pre-war  average.  Perhaps  one  of  the  greatest  forces 
making  for  greater  equality  was  the  reduction  of  unemplovment, 
since  it  is  the  chronically  unemplo3'ed  who  make  u])  the  lowest  in- 
come-group. 

Inequality  was  also  affected  b\-  the  differences  in  the  course  of 
wages  and  salaries  as  between  different  industries;  for  example,  if  a 
low-])aid  industry  improved  its  relative  })osition,  or  lost  ground. 
On  the  whole,  these  shifts  during  the  war  period  seem  to  have  tended 
in  the  main  toward  greater  equality  in  salaries,  and  possibly  slightly 
greater  inequality  in  wages.  The  course  of  salaries  as  shown  by 
King®  indicates  less  dispersion  l)etween  different  industries  from 
1917  on,  especially  if  the  course  of  government  salaries  be  elimi- 
nated as  distorted  by  the  millions  of  service  persons  who  would  nor- 
mally be  in  the  wage-earning  rather  than  in  the  salaried  class.  For 
wage-earners,  these  figures  show  reduced  dispersion  from  1916*  to 

^ Recent  Economic  Changes,  p.  138. 

® King,  op.  cit.,  pp.  167— 169. 
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1920,  with  tlie  exception  of  public  utilities  and  transportation.®  F]ven 
the  trans])ortation  group  shows  reduced  dispersion  within  itself  in 
1919—20,  hut  in  1918  railway  real  earnings  were  conspicuously  high 
and  street  railways  consjiicuously  low.  Wages  in  water  transport 
were  abnorinally  high  through  the  whole  war  period,  rising  from  a 
j)osition  below  the  average  to  one  near  the  top.  Street  railway  wages 
fell  from  a position  above  the  average  to  one  below.  When  all  the 
groups  except  agriculture  are  combined,  tlie  extreme  spread  in  1918 
between  railroad  wages,  at  $897  in  1913  dollars,  and  tele])hone 
wages  at  $38-1  certainly  represents  a large  increase  in  the  extreme 
dis})ersion,  chargeable  to  the  War.  Whether  mean  dispersion  in- 
creased or  diminished  is  not  so  clear,  but  it  probably  increased,  and 
there  were  large  shifts  in  the  relative  position  of  different  industries 
which  represented  disturbance  in  the  status  quo,  whether  they  made 
for  greater  or  less  inecpiality  in  particular  cases. 

To  sum  u]),  there  can  be  little  doubt  that  the  immediate  effect  of 
the  War  was  in  the  direction  of  greater  equalit}"  in  the  distribution 
of  jjersonal  incomes.  This  ma}',  of  course,  be  simply  the  effect  of  the 
holding  back  by  coiq)orations  of  an  increased  proportion  of  their  net 
earnings.  It  is  true  even  before  taking  account  of  the  progressive 
character  of  direct  war-taxation.  The  regressive  character  of  indi- 
rect taxes  is  already  taken  account  of  in  the  figures  of  real  income 
themselves,  since  this  income  is  figured  after  deduction  of  taxes  paid 
by  businesses,  and  the  effect  of  taxes  in  raising  the  prices  of  prod- 
ucts is  largely  included  in  the  indexes  of  the  shrinking  purchasing 
power  of  the  dollar.  Some  things,  of  course,  such  as  taxes  on  amuse- 
ments and  club  dues,  are  not  covered  by  these  ])rice  indexes,  but 
these  omissions  are  not  sufficiently  ini])ortant  to  change  the  general 
character  of  the  result.  The  chief  exce})tion  to  this  tendency  toward 
greater  e(juality  consists  of  a limited  number  of  very  large  incomes 
in  1916,  re])resenting  the  ])rofits  of  the  neutrality  boom  in  business. 
In  the  ])ost-war  ])eriod  there  has  been  a general  rise  of  all  classes  of 
incomes,  and  the  chief  source  of  increased  inequality  has  been  the 
fact  that  while  wages  have  been  high  for  those  who  had  jobs,  unem- 
])loyment  has  increased,  and  there  has  been  a great  increase  in  the 
number  of  incomes  repi'esenting  the  levels  intermediate  between  the 
moderately  well-to-do  and  the  very  rich. 


® King,  op.  cit.,  ))]).  15  1— 1 5(). 
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EFFECTS  OF  THE  WAR  ON  THE 
NATIONAL  DIVIDEND 

"We  have  seen  that  the  national  dividend  was  larger  during  our  par- 
ticipation in  the  War  than  in  the  years  innnediately  preceding,  ex- 
cept possibly  for  the  abnormally  prosperous  year  1916,  when  we 
were  acting  as  supply-merchants  for  a war  that  had  not  yet  become 
our  own.  And  we  have  also  seen  that  this  fact  tells  us  little  or  nothing 
of  the  true  effect  of  the  War  on  our  national  out])ut  of  wealth.  It  re- 
mains to  attack  this  latter  (juestion  and  to  try  to  shed  some  light  on 
it,  even  if  it  cannot  be  definitely  answered. 

One  method  is  the  study  of  trends  of  production  and  income.  By 
wav  of  an  index  of  production,  the  writer  has  combined  Day’s  well- 
known  combined  index  of  agriculture,  mining,  and  manufacturing, 
which  runs  from  1899  to  1919,  with  Co})eland’s  index  of  ])hysical 
production  from  1913  to  1927,  the  resulting  combined  index  cover- 
ing a span  of  twenty-eight  years. ^ This  should  be  sufficient  to  estab- 
lish a secular  trend,  and  indeed  the  trend  is  clear  enough  and  could 
well  be  represented  by  a straight  line,  especially  if  the  war  years  are 
excluded.  If  this  is  done,  the  clear  showing  is  that  191-t,  1919.  1921, 
and  1922  are  well  below  the  trend,  while  the  years  1915-18  and 
1923-27  are  so  close  to  the  trend  that  they  would  be  classed  on  this 
basis  as  normal — almost  abnormally  so,  since  the  usual  cyclical  ups 
and  downs  hardly  appear  in  these  two  periods.  Our  great  post-war 
prosperity  appears  to  lie  exactly  in  the  proloneation  of  the  trend 
for  1899-1913. 

Figures  for  “realized  income”  go  back  only  to  1909,  and  hence  a 
normal  ])re-war  trend  is  harder  to  establish.  ’'Fhe  secular  trend  for 
the  whole  period  agrees  quite  closely  with  that  of  the  production  in- 
dex, but  the  shorter  fluctuations  are  markedly  different.  A straight 
line  drawn  from  1909  to  1923  affords  an  excellent  fit  to  the  [>re-war 
years.  Nineteen  fourteen  and  1915  lie  below  it,  1916  and  1917 

^ For  Copeland’s  index,  see  Recent  Economic  Chanr/es,  j)]).  7(51,  Tfi.S.  The 
indexes  were  combined  by  applying  a conversion-factor  which  would  make 
their  average  values  equal  for  the  seven  years  common  to  both. 
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above,  and  the  entire  four-year  j)eriod  1919— inclusive,  lies  far 
below  the  line.  The  total  excess  area  below  the  line  from  1914<  to 
19J22,  inclusive,  re|)resents  the  sum  of  17.7  billions  of  1913  dollars 
by  which  “realized  income”  in  these  }'ears  fell  below  this  rough-and- 
read}f  trend-line.  Translated  into  current  dollars,  this  would  be  very 
nearly  equal  to  the  whole  immediate  cost  of  the  War.  The  period 
192-1— ^29  lies  above  this  projected  line,  but  1930  will,  of  course,  fall 
below  it. 

As  we  have  seen  in  an  earlier  chapter,"  there  is  reason  to  think 
that  adjustments  for  business  savings,  taxes  on  businesses,  and  other 
matters  would  show  the  true  national  dividend  to  have  been  some- 
what larger  in  the  war  period  than  these  figures  of  “realized  income” 
indicate,  with  the  qualification  that  the  business  savings  had  no  dis- 
cernible effect  in  increasing  the  market  values  of  the  properties  to 
their  owners.  A conjectural  estimate  of  the  effect  of  all  these  adjust- 
ments tends  toward  the  conclusion  that  the  national  dividend  for  the 
four  3'ears  1917—20  was  equal  to  this  tentative  “normal,”  or  possibh" 
some  2 billions  in  excess  of  it,  leaving  the  violent  })ost-war  depression 
of  1921—22  as  the  period  when  the  great  deficit  occurred.  This  ad- 
justed result  agrees  more  closely  with  the  index  of  ph\"sical  produc- 
tion than  do  the  unadjusted  figures,  and  seems  to  harmonize  better 
with  general  observation.  On  this  basis  the  shortage  of  national  in- 
come, as  comjjared  to  “normal,”  would  be  only  about  12  to  1-1  bil- 
lions of  1913  dollars,  or  a little  less  than  two-thirds  of  the  immediate 
cost  of  the  War.®  Even  this  is  sufficiently  large. 

To  sum  up,  it  a])pears  that  the  ])re-war  trend,  prolonged,  would 
agree  as  closely  as  may  be  with  the  post-war  trend  (1923-29)  and 
leave  the  ])eriod  between  showing  a shortage,  chiefly  in  the  years 
1921—22.  This  is  an  interesting  fact,  but  it  is  far  from  safe  to  con- 
clude that  such  a rough-and-ready  “normal”  can  be  used  to  measure 
the  effects  of  the  War  or  to  rc})rescnt  what  the  national  income 
would  have  been  if  the  War  had  not  ha])])ened. 

d'his  “normal”  really  rests  on  the  ])eriod  1909-13  almost  entirely. 
The  fact  that  tlie  trend  continued  much  the  same  through  191G 

2 Chapter  IX. 

^ Tlie  billions  which  we  have  set  as  the  cost  of  the  war  are  equivalcTit 
to  20.98  billions  of  1913  dollars,  using  the  type  of  eoni])osite  eost-of-living 
index  which  results  from  an  aggregative  average  of  tlie  sejiarate  group  in- 
dexes used  by  King. 
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lends  only  partial  support,  as  these  three  added  }*ears  were  them- 
selves made  abnormal  by  the  effects  of  the  AVar.  And  the  fact  that 
the  prolongation  of  this  trend  agrees  closely  with  the  trend  of  our 
post-war  prosperity  and  subsequent  de}>ression  can  hardly  he  used 
to  support  the  correctness  of  this  trend-line,  because  one  of  the  ques- 
tions we  are  raising  is  whether  the  post-war  ])ros])erity,  or  the  de- 
pression, or  both,  were  themselves  results  of  the  AVar.  To  use  the 
post-war  trend  as  part  of  the  “normal”  trend-line  from  which  to 
measure  the  effects  of  the  AA^ar  would  be  assuming  a negative  answer 
to  part  of  the  main  question  we  are  raising. 

Not  only  is  the  period  1909-D3  too  short  to  establish  a trend  with 
confidence,  and  the  ])rolongation  far  too  long:  there  is  a j)ossibility 
that  this  period  may  contain  some  upward  movement  of  a cyclical 
character.  Nineteen  nine  may  not  have  represented  full  recovery 
from  the  depression  of  190T-8,  and  1913  saw  the  ])eak  and  down- 
ward turn  of  a much  milder  cycle.  This  possibility  is  discounted  by 
the  fact  that  the  trend  we  are  using  agrees  closely  with  tlie  trend  of 
Day’s  index  of  physical  production,  running  ten  years  farther  hack ; 
nevertheless  there  remains  some  proljahilitv  that  the  ]iost-war  trend 
to  1929  was  slightly  above  the  trend  prevailing  from  the  o])ening  of 
tlie  century  through  1913. 

Hence  our  conclusions  can  be  most  safelv  ]>ut  in  the  negative 
form:  the  figures  afford  no  evidence  that  the  national  dividend  in 
the  period  of  active  hostilities  was  either  raised  or  lowered  as  a result 
of  the  AA’ar,  and  no  sure  evidence  that  our  post-war  ])rosperity  was 
either  greater  or  less  than  it  would  otherwise  have  been.  They  do 
afford  convincing  evidence  that  the  national  dividend  in  1921-22 
was  far  below  normal,  and  that  this  depression  was  not  off’set  to  any 
material  extent  by  supernormal  productivity  in  the  years  just  pre- 
ceding. And  this  depression  was  a direct  sequel  and  result  of  war 
conditions.  Thus  the  evidence  points  to  a net  shortage  of  many  bil- 
lions of  dollars,  caused  by  the  AA’^ar  but  occurring  a year  or  more 
after  the  disbanding  of  the  armed  forces  was  substantially  accom- 
plished.^ 

For  further  light  we  must  fall  back  on  otlicr  evidence,  examining 

* Tliese  figures  miglit  gain  sometliing  in  validity  by  being  reduced  to  a per 
capita  basis,  but  tbe  trend  of  growth  of  population  is  itself  so  close  to  a 
straight  line  that  this  would  make  little  difference  in  the  result.  The  years 
1919  and  1920  would  appear  very  slightly  more  prosperous  by  this  method. 
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especiall}'  the  known  effects  of  tlie  War  on  the  conditions  wliich  make 
for  increased  or  decreased  productiveness.  What  are  these  condi- 
tions.^ Those  most  })ertinent  to  the  present  discussion  may  l)e  grouped 
under  the  following  heads:  technical  methods  and  equipment,  eco- 
nomic organization  and  the  coordination  of  the  many  essentials  such 
as  materials  and  transportation,  the  adequacy  of  management  and 
of  management  methods,  the  coni])etence  and  cooperativeness  of  la- 
bor, the  correspondence  between  productive  })ower  and  demand  for 
products,  and  the  development  on  an  efficient  scale  of  the  production 
of  now  and  desired  varieties  of  ^Ji’oduct  into  which  to  put  increases  of 
])roductivo  j)ower. 

The  last  two  items  may  call  for  some  comment.  The  attitude  of 
economists  toward  the  problem  of  overproduction  has  changed  radi- 
cally since  the  days  when  it  was  dismissed  with  the  statement  that 
su])ply  of  one  thing  constitutes  demand  for  something  else,  and 
therefore  general  overproduction  is  an  impossibility.  The  economist 
no  longer  endangers  his  professional  standing  if  he  expresses  doubt 
as  to  the  finalitv  and  all-sufficiencv  of  this  dogma  of  the  older  school, 
or  even  if  he  admits  that  under  certain  conditions  demand  rather 
than  technical  jjower  to  ])roduce  goods  may  he  the  strategic  factor 
limiting  the  amount  of  goods  that  is  actuallv  produced. 

Increased  productive  ])ower  may  be  taken  out  in  working  less  or 
in  producing  and  consuming  more.  Working  less  may  contribute  to 
economic  welfare,  though  not  to  a larger  national  dividend.  If  it  takes 
the  shape  of  shorter  hours  for  all,  of  leisure  well  distributed  and 
wisely  used,  it  will  contril)ute  to  welfare.  The  steady  shortening  of  the 
standard  full-time  working  week  is  evidence  that  ])art  of  our  ]>roduc- 
tive  ])ower  is  going  into  distributed  leisure.  Rut  our  increased  masses 
of  unem])loyed  workers  are  evidence  that  we  have  not  mastered  the 
adjustments  necessary  to  put  in  the  form  of  well-distributed  leisure 
all  the  ])i'oductive  ])ower  which  is  not  wanted  in  the  shape  of  in- 
creased goods.  The  more  cons])icuous  result  is  full  emplovment  for 
some  and  none  at  all  for  others.  This  waste  ])roductive  power  could 
be  set  to  work  if  we  could  match  it  with  demand  for  goods.  To  do 
this  requires  the  development  of  new  goods.  Rut  this  has  already 
been  going  on  at  a ])ace  that  taxes  the  ca])acity  of  the  consumer  to 
assimilate  new  ideas  and  new  ways  of  living.  It  has  also  been  taxing 
the  capacitv  and  ingenuitv  of  our  demand-stimulating  institutions 
and  calling  into  them  an  ever  increasing  percentage  of  our  working 
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])opulation.  Automobiles,  household  machinery,  airplanes,  radios, 
rayon,  and  other  goods  have  absorbed  enormous  amounts  of  })roduc- 
tive  power,  and  it  is  hard  to  imagine  this  process  going  on  much 
faster. 

But  if  it  could  have  gone  on  faster,  we  could  have  })roduced  and 
consumed  even  more  goods  than  we  did  in  the  })ast  eight  years.  De- 
mand, then,  is  worth  considering  as  a factor  of  pros})erity.  It  cannot 
exist  without  productive  power — the  man  with  no  income  cannot 
“demand”  anything  in  the  economic  sense,  and  income  must  spring 
from  someone’s  j^roduction — but  with  a modern  credit  system  cur- 
rent demand  may  for  a time  exceed  current  “realized  income”  by 
anticipating  the  future.  It  is  chiefly  in  this  way  that  an  increase  in 
“effectiye  demand”  can  actually  precede  an  increase  in  ])roductioii 
and  stimulate  it.^’ 

In  the  period  of  neutrality,  demand  for  American  goods  was  first 
sharply  curtailed  and  then  still  more  sharply  increased,  largely  on  a 
credit  basis.  This  is  the  main  cause  of  the  heayy  fluctuations  of 
1911-16.  If  the  War  had  not  broken  out,  the  depression  which  we 
had  already  entered  in  1911  would  probably  haye  continued  for  a 
time  but  would  })resumably  haye  been  milder,  and  the  recovery  which 
was  to  be  exj)ected  would  also  haye  been  milder,  but  the  ayerage 
might  not  have  been  very  different. 

The  other  conditions  of  efficiency  during  the  neutrality  period  are 
worth  noting  largely  for  the  hints  they  afford  of  what  might  haye 
happened  later  if  peace  had  continued.®  The  basic  conditions  of 
progress  were  all  jjresent.  Technical  invention  and  the  devising  of 
new  goods  had  become  an  integral  part  of  the  institution  of  organ- 
ized business,  systematically  pursued  by  specialized  departments. 
The  “science  of  industrial  management”  was  shaking  free  of  the  en- 
cumbrance of  quack  efficiency  experts  and  ill-digested  attempts  to 
apply  “scientific  management” ; and  was  attaining  a healthy  growth 
with  promise  of  more  to  come. 

Less  favorable  conditions  ap])eared  in  some  directions;  chiefly 
perhaps  the  reaction  of  business  to  the  antitrust  laws,  and  the  atti- 

® This  is  true  of  credit  expansion,  not,  of  course,  of  a mere  transference  of 
credit  wliich  would  otherwise  have  been  used  to  jnirchase  something  different. 

® It  seems  hardly  worth  while  speculating  on  what  would  have  hajijiened 
if  the  war  in  Europe  had  continued  and  the  United  States  had  remained  neu- 
tral. We  should  not  have  continued  to  prosper  as  we  did  in  1916  ! 
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tucle  of  labor.  Industrial  combinations,  and  the  development  of  the 
activities  of  trade  associations,  were  neither  of  them  stopped  by  the 
antitrust  laws,  but  they  were  retarded;  forced  to  proceed  cautiously. 
Without  questioning  the  justification  of  this,  in  view  of  the  dangers 
of  monopoly  to  a country  which  has  not  yet  learned  how  to  control 
it,  it  probably  prevented  or  postponed  numerous  developments 
which  would  have  made  for  economy  and  efficiency  in  production. 

With  regard  to  labor,  the  situation  was  far  from  happ}^  and  con- 
tained many  possibilities  of  trouble.  Real  wages  did  not  appear  to 
be  rising  as  the}'  should — possibly  not  rising  at  all — until  the  boom 
of  1916.  Radicalism  was  growing  in  the  labor  movement,  with  pos- 
sibilities destructive  to  continued  increase  of  production.  In  the 
American  I’ederation  of  Labor,  the  hold  of  the  Gompers  policies  was 
apparently  growing  more  insecure;  and  in  place  of  his  methods  of 
getting  as  much  as  possible  by  the  bargaining  route,  the  feeling  was 
growing  that  the  future  belonged  to  more  radical  courses  of  action. 
Industrial  unionism,  as  distinct  from  the  craft  unionism  typical  of 
the  American  Federation,  was  growing  among  unskilled  workers  and 
was  permeated  by  the  philosophy  of  revolutionary  direct  action  and 
sabotage.  The  situation  contained  much  dynamite.  The  spirit  of 
harmony  and  willing  cooperation  with  management  in  promoting 
output  and  economy  were,  in  general,  conspicuous  bv  their  absence ; 
and  equally  conspicuous  was  the  lack  of  any  general  policy  or  atti- 
tude on  the  part  of  management  promising  to  restore  this  harmony 
and  cooperation. 

America’s  entrance  into  the  War  submerged  these  retarding  or 
disquieting  influences  in  a flood  of  patriotic  feeling  and  a sense  of 
the  necessity  of  making  concessions  and  cooperating  toward  the  win- 
ning of  the  War.  IMore  perhaps  than  eyer  before  did  labor  con- 
sciously undertake  concession  and  cooperation  in  the  interest  of 
increased  output  for  the  sake  of  increased  output,  giving  up  limita- 
tions on  output  and  on  eligibility  to  enter  skilled  and  unionized 
trades,  and  adopting  a policy  of  refraining  from  using  the  national 
emergency  to  strike  for  all  the  gains  their  temporary  economic 
])owcr  would  yield  them.  In  return  they  received  the  ]u-omise  of  cor- 
res|)onding  checks  on  price-])rofiteering  by  management,  and  of  the 
adiustment  of  wages  to  rising  money  costs  of  living.  These  they  re- 
ceived from  government,  while  from  the  nature  of  the  economic 
situation  itself  they  received  the  more  certain  and  perhaps  more  im- 
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portant  assurance  that  they  were  in  no  danger  of  working  them- 
selves out  of  their  jobs,  no  matter  how  much  output  they  might 
achieve  in  the  realms  of  essential  war  commodities. 

So  far,  the  effect  of  the  War  on  labor  conditions  was  wholly  favor- 
able. On  the  other  hand,  the  taking  up  of  many  unfamiliar  t}’pes  of 
production  was  an  unfavorable  factor,  and  the  dilution  of  skilled 
workers  with  the  })roducts  of  hasty  trade-school  education  may  also 
have  been  unfavorable. 

In  the  realm  of  management  and  organization,  combination  and 
cooperative  action  were  vasth"  promoted  by  the  War,  as  was  stand- 
ardization and  simplified  practice.  i\Iany  technical  and  trade  secrets 
were  pooled,  revealing  the  fact  that  no  j)rcxlucer  had  the  best 
methods  in  all  parts  of  the  work,  and  that  by  combining  the  best 
methods  actually  in  practice  an  attainable  standard  could  be  set  up 
considerably  higher  than  that  of  the  most  efficient  management.  On 
the  other  hand,  coordination  in  the  large  was  sadly  imperfect. 
Transportation  was  congested,  half  crippled,  supplies  of  coal  were 
inadequate,  processes  were  held  up  for  lack  of  some  essential  part  or 
material  or  for  lack  of  synchronization  of  all  the  essential  elements, 
and  wasteful  expedients  were  used  to  overcome  these  obstacles,  while 
capital  equipment  was  inadequate  for  many  war  su])])lies  and  had  to 
be  installed  under  emergency  pressure.  On  the  whole,  the  unfavor- 
able conditions  seem  to  bulk  at  least  as  large  as  the  favorable. 

Limitations  due  to  limited  demand  were  removed,  for  all  jiro- 
ducers  who  could  adapt  themselves  to  the  production  of  “essentials.” 
It  is  true  that  the  new  consumption  goods  into  which  our  increased 
productive  power  was  already  being  poured,  became  nonessentials, 
and  their  development  was  set  back  or  retarded  as  well  as  that  of 
some  other  goods,  especially  housing.  But  the  war  demands  more 
than  offset  this  and  it  may  haye  acted  as  a favorable  force  later  on, 
leaving  us  after  the  War  with  an  unusuallv'  large  area  of  unsatisfied 
demands  or  of  potential  demands  marked  out  for  develojnnent  but 
not  exploited.  IMuch  of  the  private  consumption  cut  off  by  the  War, 
together  with  the  production  to  serye  it,  may  haye  been  merely  ]iost- 
poned. 

As  a resultant  of  all  these  forces,  the  national  dividend  during  the 
War  was  neither  plainly  above  normal  nor  ])lainly  below.  What 
would  it  have  been  if  peace  had  continued?  All  that  can  be  said  is 
that  the  elements  of  continued  progress  were  there  and  would  ]ire- 
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sumably  have  brought  about  an  increase  of  ])ro(luctioii  not  very  dif- 
ferent in  amount  from  what  actually  took  ]dace  (though  very  differ- 
ent in  kind)  with  one  proviso.  That  is,  that  the  explosive  forces  latent 
in  the  labor  situation  had  not  developed  into  serious  trouble.  No  one 
can  be  sure  whether  they  would  have  done  so  or  not.  That  was  a real 
threat,  which  the  War  and  its  after-effects  served  to  remove  for  a 
decade  and  a half.  That  the  present  depression  has  not  more  defi- 
nitel}^  revived  it,  is  a testimonial  to  labor’s  tolerance  and  willingness 
to  accept  well-intentioned  efforts  in  default  of  effective  remedies. 
This  tolerance  may  not  survive  another  depression ; in  which  case  an 
intangible  economic  asset  of  the  first  magnitude  will  evaporate.  But 
we  are  moving  ahead  of  our  story. 

The  de})ression  of  19lil  was  definitely  a result  of  the  War.  After 
the  release  of  war-time  controls  over  prices  and  of  restrictions  on 
nonessential  production,  prices  rose  even  higher  than  during  the 
War,  and  this  helped  stimulate  a boom  which  was  destined  to  col- 
lapse. Prices  were  too  high,  the  boom  could  not  survive  the  inevitable 
deflation,  and  conditions  of  efficient  production  had  not  }"et  been  re- 
stored. Continued  regulation  of  rentals  made  it  difficult  or  impos- 
sible to  build  houses  at  a profit  to  fill  up  the  shortage  left  by  the 
War.  Railroads  were  still  not  in  a condition  to  handle  a boom-volume 
of  traffic,  and  uncertainties  as  to  their  financial  prospects  tended  to 
retard  the  ]jrocess  of  enlarging  their  facilities.  Agriculture  was 
overexpanded,  and  its  artificial  sup})ort  was  removed.  Hence  agri- 
cultural ])riccs  fell  farther  than  other  prices  while  the  farmers  were 
in  a peculiarly  exposed  and  defenseless  position  against  such  a ca- 
tastrophe, unable  to  limit  out})ut  currently  in  support  of  a price 
])olicy,  as  manufacturers  are  to  a certain  extent  able  to  do. 

But  there  is  probably  no  need  of  rehearsing  the  history  of  all  in- 
dustries in  this  period  in  order  to  establish  the  general  fact  that  the 
])ost-war  depression  was  the  direct  outcome  of  war  conditions.  This 
is  perha])s  not  a very  revealing  truth,  and  the  fact  remains  that  if 
there  had  been  no  war  a de})ression  might  well  have  come  at  about 
the  same  time,  due  to  different  specific  causes.  Indeed,  the  War  very 
])robably  ]>revented  the  occurrence  of  one  depression  which  might 
otherwise  have  taken  place  in  1917  or  1918.  But  if  we  are  to  reason 
in  this  Avay,  we  must  also  recognize  the  strong  evidence  that  war  con- 
ditions ]u-evented  ])roduction  from  rising  as  high  as  it  would  ])re- 
sumably  have  risen  in  the  subsequent  revival.  Thus,  even  if  a de])res- 
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sion  might  liave  come  in  1921  or  1922  without  any  war  to  bring  it 
on,  the  probability  is  that  it  would  have  started  from  a higher  level 
of  prosperity,  and  would  have  been  nowhere  near  so  violent. 

There  remains  the  question  whether  the  War  })repared  the  condi- 
tions which  were  responsible  for  the  remarkable  burst  of  prosperity 
which  followed  1922.  Leaving  out  of  account  the  immediate  recovery 
from  the  depression  of  1921,  some  combination  of  forces  carried  our 
national  dividend  iq)ward  from  1923  to  1929  in  a rise  which  reached 
new  heights  and  was  steadier  than  for  any  recent  jjeriod  of  similar 
length.  How  shall  we  diagnose  the  relation  of  the  \Var  to  this  great 
movement?  Here  again  certainty  is  he^'ond  our  reach;  all  that  can 
he  found  are  probabilities.  These  probabilities  seem  to  point  to  the 
conclusion  that  the  War  did  play  some  part  in  setting  up  the  condi- 
tions which  carried  our  national  dividend  to  heights  it  might  not 
otherwise  have  reached  in  the  same  time,  and  that  it  thus  made  par- 
tial amends  for  its  depressing  effect  on  our  total  national  income 
from  1917  to  1922.  On  the  other  hand,  these  conjectural  gains  seem 
destined  to  he  more  than  neutralized  by  the  results  of  the  })resent  de- 
pression, which  also  has  claims  to  being  in  large  part  a war  secjuel. 

With  res])ect  to  technical  methods  and  equipment,  the  eff  ects  of 
the  War  were  mixed,  not  to  say  confused.  iMost  of  our  inventive  tal- 
ent went  into  war  production,  and  the  results  had  frequentlv  onlv  a 
limited  usefulness  for  subsequent  peace-time  production.  Yet  war 
production  ramified  so  widely  that  it  had  many  peace-time  ap])lica- 
tions.  And  the  War  gave  a large  stimulus  to  standardization  and  to 
the  practice  of  interchange  of  information  among  separate  concerns, 
both  of  which  have  been  continuing  forces  in  the  post-war  period, 
making  for  greater  efficiency  and  economy. 

As  to  equipment,  the  War  stop])ed  or  retarded  the  expansion  of 
productive  facilities  for  many  ])eace-time  ])roducts,  though  for 
others  it  actually  stimulated  overequipment.  But  it  left  undamaged 
the  basic  facilities  needed  for  making  good  the  lost  growth,  with  the 
result  that  the  shortage  may  haye  aff'orded,  after  a brief  interval, 
more  of  stimulus  than  of  handica])  to  industrial  activity.  Further- 
more, the  fact  that  cqui])ment  had  not  had  its  normal  growth  during 
the  war  period  had  its  com])ensation  in  that  there  was  less  loss  in 
scra])ping  existing  machinery  for  the  sake  of  relhpiipping  with  more 
modern  plant  units.  Once  the  extremely  high  equipment  costs  of 
1920  had  been  deflated — ])ainful  as  the  process  was — modernization 
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became  practicable.  And  this  modernization  was  one  of  the  major 
factors  in  the  post-war  prosperity,  introducing  labor-saving 
methods  involving  new  and  more  automatic  equipment  with  a large 
increase  in  the  amount  of  capital  investment  per  worker.  This  was, 
of  course,  a movement  which  had  been  going  on  since  the  Industrial 
Revolution,  but  it  appears  to  have  been  making  unusually  rapid  and 
effective  headway  since  the  War. 

One  thing  which  seems  to  have  contributed  strongly  to  this  post- 
war increase  was  the  rise  of  real  wages  resulting  from  the  fact  that 
money  wages  were  not  so  heavily  deflated  as  prices  in  1921.  There 
was  some  talk  at  this  time  of  a determined  movement  to  “deflate  la- 
bor,” the  consequences  of  which  might  have  been  serious  in  more 
ways  than  one.  As  it  was,  the  fact  that  money  wages  did  not  fall  as 
much  as  prices  afforded  a stimulus  to  avoid  rising  labor  costs  by  the 
use  of  improved  equipment  and  more  of  it.  The  success  of  this  move- 
ment undoubtedly  afforded  opportunity  for  the  spread  of  the  “new 
economy  of  high  wages,”  both  as  a theory  and  as  a policy.  This 
theory  holds  that  industry  should,  in  its  own  interest,  pay  high 
wages  as  the  only  means  of  establishing  that  kind  of  market  in  which 
the  products  of  mass  production  can  be  sold  in  the  large  volume  on 
which  the  great  success  of  mass  production  depends. 

Is  this  all  a result  of  the  War?  Or  of  the  enlightenment  of  pro- 
gressive employers,  or  of  an  exaggerated  fear  of  Bolshevism  which 
helped  to  stay  the  hands  of  the  more  extreme  labor  deflationists  for 
fear  of  provoking  revolutionary  outbreaks?  It  is,  of  course,  a joint 
resultant  of  many  forces.  But  without  the  War  there  would  in  all 
probability  not  have  occurred  any  such  large  shift  in  values  as  actu- 
ally occurred,  bringing  about  as  it  did  an  involuntary  increase  in 
real  wages  and  almost  forcing  on  the  business  community  a more 
thoroughgoing  test  of  the  “economy  of  high  wages”  than  would  have 
been  at  all  likely  without  some  such  impulse  from  without. 

Another  contributing  factor  has  been  the  attitude  of  labor  itself, 
and  in  this  the  War  must  be  credited  with  a large  influence.  We  have 
seen  how  it  swung  the  balance  away  from  limitation  of  out]mt  and 
sabotage,  and  in  the  direction  of  conscious  cooperation  by  labor  in 
the  promotion  of  output.  This  shift  to  a more  cooperative  attitude 
has  managed  to  survive  the  crisis  of  reconstruction,  and  the  gradual 
growth  of  unem]doyment — sometimes  called  “technological  uncm- 
])loymcnt” — through  the  years  of  the  post-war  expansion.  If  it  man- 
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ages  further  to  survive  the  present  depression  it  will  have  shown 
really  surprising  vitalit3\ 

Can  it  survive  permanently?  One  may  hazard  the  guess  that  the 
thing  most  likely  to  decide  this  question  is  the  amount  and  effective- 
ness of  the  res])onsihility  assumed  by  employers  or  the  State  for  the 
evils  of  unemployment.  A wise  and  succeessful  unenq)loyment  pro- 
gram may  make  it  possible  to  consolidate  the  very  real  gains  which 
have  been  made,  and  to  credit  the  War  with  a share  in  bringing 
about  one  of  the  greatest  possible  advances  in  the  essential  condi- 
tions of  national  prosperity.  Without  a successful  unemployment 
policy,  and  with  increasing  chronic  uncm})loyment  and  recurring 
crises,  it  is  too  much  to  expect  that  increased  cooperativeness  of  la- 
bor will  survive  as  a permanent  contribution  to  our  economic  life. 

Aside  from  the  things  already  mentioned,  it  seems  quite  inq)ossible 
to  say  whether  the  effect  of  the  War  on  the  general  efficiency  of  man- 
agement was  on  the  whole  favorable  or  unfavorable.  There  was  un- 
doubtedly much  nervous  strain  and  wear  and  tear  which  cannot  be 
measured.  And  the  eagerness  Avith  which  the  business  class  soucrht 
the  discarding  of  all  public  controls  and  a return  to  private  enter- 
])rise  contained  more  than  a suggestion  that  they  had  learned  noth- 
ing and  forgotten  nothing  from  the  war  episode. 

HoAvever,  no  such  far-reaching  experience  could  be  wholly  without 
results,  for  good  or  for  ill.  Managers  had  proved  their  ability  to 
make  radical  transformations  and  meet  seemingly  insuperable  diffi- 
culties, on  the  whole  successfully.  With  this  background  they  faced 
the  necessity  of  adapting  themselves  to  the  further  difficulties  and 
new  conditions  of  reconstruction.  In  the  ty])ical  case,  a settling  back 
into  old  ruts  was  hardly  possible.  INIany  of  them  at  least  were  caught 
in  one  of  those  obvious  and  com])elling  necessities  which  are  recog- 
nized as  having  the  capacity  to  take  hold  of  men  Avho  are  doing  their 
sup])osed  best  under  the  ordinarA’  spur  of  profits,  and  make  them  do 
something  still  better.  The  benefits  of  standardization,  cooperation, 
and  interchange  of  information  Avere  not  forgotten,  AA’hile  govern- 
ment continued  to  ju'omote  such  activities  or  leave  increased  scope 
for  them  by  a more  liberal  handling  of  the  antitrust  laAvs.  In  short, 
the  balance  of  results  on  these  various  counts  seems  not  to  have  been 
unfavorable. 

In  the  realm  of  demand  and  potential  demand,  the  conditions  left 
by  the  War  Avere  surprisingh’  favorable.  There  had  been  slackened 


174  COSTS  OF  WORLD  WAR  TO  AMERICAN  PEOPLE 


production  of  durable  goods  not  essential  to  war,  and  this  had  left 
gaps  to  be  filled.  The  most  conspicuous  of  these  ga])s — the  housing 
shortage — did  not  at  once  take  full  effect  in  stimulating  production, 
on  account  of  the  continued  legal  limitations  on  rentals.  Ultimately, 
however,  the  gap  was  filled ; post-war  })roduction  made  u}j  for  the 
slowing-down  of  the  War.  IMore  imjjortant,  perhaps,  the  demand  for 
automobiles  developed  capacity  for  expansion  be3’ond  what  anv'one 
would  have  tliought  ])ossible,  while  there  were  ample  new  goods 
ready  to  seek  markets,  to  match  the  increased  purchasing  power  that 
came  with  increased  real  wages  and  reviving  industrial  activity. 

And  credit,  in  various  forms,  stood  ready  to  do  its  part  in  making 
potential  demands  active,  whether  by  the  large  development  of  in- 
stalment selling  which  followed  the  War,  or  by  the  continued  lending 
to  foreign  countries  which  enabled  them  to  remain  strong  purchasers 
of  goods  while  still  not  in  a position  to  send  goods  to  us  in  payment. 
As  we  have  seen,  such  a credit  demand  from  abroad  may,  tempo- 
rarily at  least,  furnish  a stronger  stimulus  to  home  production  than 
if  payment  were  being  made  in  goods.  These  elements  of  credit  ex- 
])ansion  could  not  last  indefinitely.  While  they  continued,  they  un- 
douljtedly  made  for  larger  production  and  a larger  national  divi- 
dend in  this  country,"  which  mav’  mean  that  the  })ost-war  prosperitv" 
was  based  on  temporary  stimuli,  some  of  which  will  not  return. 

To  sum  u]>,  then,  it  seems  fair  to  conclude  that  the  conditions  left 
b^"  the  War  were  at  least  partly  responsible  for  the  burst  of  pros- 
perity that  followed.  As  to  whether  it  made  any  lasting  contribution 
to  national  ])roductiveness,  that  is  a more  doubtful  question  and 
hinges  too  much  on  the  outcome  of  the  present  de])ression  to  ])ermit 

" James  Harvey  Rogers  sums  up  the  results  of  an  extended  examination 
into  the  relation  between  our  post-war  exjiort  of  capital  and  our  excess  of 
commodity  ex))orts  as  follows:  “The  close  correspondence  in  the  movements 
of  the  two  series  from  year  to  year  seems  to  leave  little  doubt  that  our  favor- 
able trade  balances  are  dependent  on  a continuation  of  increasing  net  foreign 
lendings.”  {Recent  Economic  Changes,  pp.  7-18-7  t9.)  The  evidence  inclines 
him  to  the  view  that  the  movement  of  goods  is  the  more  active  or  iiidependent 
variable,  taking  the  lead  while  the  adjustments  of  credit  apjiear  to  lag  some- 
what. hut  he  holds  that  the  export  of  capital  is  a necessary  enabling  condi- 
tion. Indeed,  this  j)roposition  seems  self-evident.  The  excess  of  commodity 
exports  is  greater  than  the  ex))ort  of  capital,  as  a portion  is  neutralized  by 
our  debit  balance  in  the  “invisible  items.”  This  debit  balance  is  much  smaller 
than  before  the  War.  and  would  be  turned  into  a credit  balance  were  it  not 
for  the  })ost-war  increase  of  Ameriean  tourist  expenditures  abroad. 
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even  a plausible  surmise  at  the  pi’esent,  if  ever.  On  the  face  of  the 
returns  up  to  1929  the  post-war  pros])erity  may  he  taken  as  an  off- 
set to  the  immediate  post-war  depression,  the  conclusion  being  that 
it  is  not  possible  to  say  with  confidence  that  the  total  national  divi- 
dend for  the  whole  period  was  made  either  larger  or  smaller  because 
of  the  War. 

Were  it  not  for  the  “post-war  prosperity,”  we  should  have  to 
reckon  a considerable  part  of  the  losses  from  the  depression  of  1921 
as  social  war  costs,  in  addition  to  the  portion  of  our  national  divi- 
dend actually  taken  for  war  uses.  For  some  of  the  foreign  ])artici- 
pants,  this  element  of  reduced  productive  power  constitutes  an  enor- 
mous addition  to  their  actual  war  outlays.  As  it  is,  the  Ignited  States 
showed  no  clearly  demonstrable  excess  or  shortage  of  production  due 
to  the  War,  over  the  entire  ])criod  to  1929,  so  that  our  estimate  of 
war  costs  might  fairly  he  confined  to  the  goods  and  services  actually 
<liverted  to  war  uses,  if  the  story  had  ended  there. 

There  is  no  need  of  emphasizing  the  fact  that  the  showing  of  the 
United  States  is  incomparably  better  than  that  of  the  other  main 
belligerents  in  respect  to  maintaining  their  volume  of  ])roduction 
through  the  shocks  of  war  and  the  stresses  of  reconstruction.  i\Ir. 
Carl  Snyder  has  constructed  index  numbers  of  world  |)roduction 
from  1875  to  the  present,  showing  the  effect  of  the  War  as  vastly 
worse  than  the  worst  industrial  crises — })ossihly  worse  than  all  of 
them  put  together.®  His  chart  shows  an  amazingly  steady  u])ward 
trend  through  1913,  followed  by  the  first  and  oidy  serious  and  sus- 
tained decline.  This  continues  to  the  low  levels  of  1919  and  1921. 
with  a slight  rise  intervening  in  1920,  The  absolute  decline  is  less 
than  five  years’  normal  growth;  hut  if  the  loss  is  measured  from  the 
leyel  which  would  presumably  have  been  reached  if  the  War  had  not 
intervened,  it  appears  that  the  world  was  set  hack  by  ten  years'  nor- 
mal increase  of  production.  And  this  loss  can  presumably  never  he 
made  good.  The  upward  trend  has  been  resumed  at  a faster  rate 
than  before,  hut  still  at  a rate  which  would  reejuire  some  fifty  years 
to  catch  up  with  the  ])rolongation  of  the  pre-war  trend,  to  say  noth- 
ing of  showing  any  excess  to  make  u]i  for  the  loss  suffered  by  reason 
of  the  War. 

Mr.  Snyder  roughly  estimates  the  total  loss  to  date,  measured 

® See  Proceedings,  Amer.  Academif  of  Pol.  Science,  June,  19.31.  p.  20;  cf. 
also  pp.  23,  27. 
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from  the  jirolongation  of  the  pre-war  trend,  at  dOO  billions,  which 
he  speaks  of  as  the  real  cost  of  the  War,  as  distinct  from  the  fiscal 
outlays  of  the  various  governments.  Strictl}’  speaking,  both  are  to  be 
counted.  The  cost  of  the  War  includes  the  shortage  in  production 
jjIus  the  absorption  of  goods  and  services  which  the  fiscal  outlays  re- 
flect. Of  this  burden  of  decreased  production,  little  or  none  fell  on 
the  United  States — or  had  done  so  up  to  the  middle  of  1929. 

Our  post-war  period  of  expanding  production  came  to  a full  stop 
with  the  present  depression ; one  of  the  most  widespread,  deep,  and 
sustained  which  the  world  has  witnessed.  Is  this  also  a result  of  the 

ar,  a belated  instalment  of  war’s  economic  burdens.^  It  would  cer- 
tainly be  rash  to  conclude  that  if  there  had  been  no  war  there  would 
have  been  no  depressions — these  would  surely  have  come,  and  unless 
history  ceased  to  repeat  itself,  an  occasional  major  one  among  them. 
Nevertheless,  the  peculiar  qualities  of  this  crisis — its  combination  of 
universality,  severity,  and  ])ersistence — join  together  to  give  it  rank, 
among  the  worst  in  history,  and  just  at  the  time  when  optimists  were 
predicting  that  modern  business  methods  were  placing  this  evil  un- 
der control.  And  the  special  circumstances  which  are,  in  all  human 
probability,  accountable  for  that  bad  eminence,  are,  in  one  way  or 
another,  sequels  of  the  war  experience. 

AY  e have  been  turned  back  a long  way  in  our  economic  progress, 
losing  a large  part  of  the  advances  we  had  made  since  1913.  Hope 
of  a quick  recovery,  such  as  that  of  1922,  has  long  since  vanished; 
and  the  question  now  is  whether,  when  revival  comes,  business  ac- 
tivity can  be  ex^^ected  to  resume  its  course  at  anything  like  the  rate 
of  1923-29,  or  whether  we  must  begin  to  build  up  from  a consider- 
ably lower  level.  If  the  latter  gloomy  forecast  materializes,  it  will 
almost  certainly  be  due  to  elements  of  weakness  left  over  from  the 
War  and  the  post-war  period  of  reconstruction. 

One  of  the  outstanding  features  of  this  depression  is  its  universal 
character,  and  the  fact  that  the  crisis  in  Europe  is  a })eculiarly  large 
element  in  our  own  difficulties.  Back  of  that  lies  the  weakened  condi- 
tion of  Euro])e’s  convalescent  economy,  which  is  struggling  with  so 
many  difficulties  that  any  major  disturbance  threatens  complete 
prostration,  and  menaces  the  solvency  of  governments  and  the  sta- 
bility of  currencies,  with  ])ossible  revolution  in  the  background.  This 
condition  is  ]>art  of  the  aftermath  of  the  War. 

Undoubtedly  one  of  the  foremost  factors  increasing  the  severity 
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and  duration  of  the  depression  is  the  world-wide  fall  in  prices  which 
began  in  19529,  and  Avhich  has  wiped  out  by  far  the  greater  part 
of  what  then  remained  of  the  war-time  increase  in  the  wholesale  price 
level.  This  it  is  only  fair  to  charge  as  a part  of  the  j)ost-war  defla- 
tion. Another  noteworthy  feature,  from  the  xVmerican  standpoint,  is 
tlie  fact  that  the  decline  of  our  exports  was  one  of  the  leading  fac- 
tors, in  point  of  time,  starting  in  November,  1928,  seven  months  be- 
fore the  downward  turn  of  general  business  conditions,  and  six 
months  before  the  decline  in  imports.  This  decline  in  exports  is  asso- 
ciated with  the  decline  of  our  lendings  to  foreign  countries.  It  is  not 
easy  to  say  whether  one  is  the  cause  of  the  other ; but  it  seems  }>rob- 
able  that  both  are  the  result  of  the  reduced  economic  activity  of 
Europe;  reducing  at  once  the  demand  for  goods  and  for  credit,  and 
at  the  same  time  reducing  this  counti-y’s  favorable  balance  of  com- 
modity trade,  which  constituted  the  most  available  source  of  credits 
for  lending  abroad.  The  balance  has  been  })artially  restored  by  the 
shrinkage  of  our  imports.  This  behavior  of  American  exports  is  a 
special  feature  of  this  depression,  and  an  especially  unfavorable  fea- 
ture, and  it  is  ap])arently  traceable  to  roots  in  the  ])ost-war  condi- 
tions of  Euro])e. 

In  general,  the  story  of  a cycle  of  prosperity  and  depression  typi- 
cally includes  a period  in  which  is  concentrated  more  than  its  share 
of  expansion  of  capital  equipment  and  of  general  building  construc- 
tion. The  concentrated  activity  in  the  industries  serving  these  de- 
mands is  reflected  in  increased  buying  jmwer  on  the  })art  of  those  en- 
gaged in  them ; and  this  takes  effect  in  increased  demand  for  general 
consumers’  goods.  But  this  increased  demand  rests  on  a temporary 
basis.  It  is  not  in  excess  of  the  permanent  needs  of  the  peo})le,  or 
their  permanent  power  to  produce;  and  given  sufficient  time,  these 
needs  and  this  producing  power  would  presumably  articulate  to- 
gether and  keep  all  the  producing  power  at  work.  But  one  business 
cycle  does  not  afford  the  time  necessary  for  this  adjustment.  Pro- 
ductive equipment  and  construction  cannot  keep  on  ]iiling  up  in- 
definitely at  the  rate  characteristic  of  a boom,  and  in  existing  forms. 
And  wlien  the  pace  slackens,  there  is  a decrease  in  the  purchasing 
power  of  the  workers  in  these  industries  and  a corresponding  de- 
crease in  the  effective  demand  for  consumers’  eoods  in  o-eneral.  The 
post-war  situation,  both  here  and  in  Europe,  obviously  afforded  an 
unusually  great  potential  demand  for  capital  equipment  and  con- 
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struction;  and  after  1921  this  demand  was  better  sustained  than 
such  waves  of  activit}'  usually  are.  This  fact  may  naturally  he  held 
responsible  for  a heavier  reaction  than  usual  when  the  boom  had 
gone  as  far  as  it  could  go. 

The  most  conspicuous  precipitating  cause  of  the  present  depres- 
sion was  the  reckless  boom  in  the  New  York  stock  market  and  the  en- 
suing crash.  This  was  not  the  original  cause  responsible  for  the  com- 
ing of  a depression  at  that  time;  for  the  beginnings  of  a reaction 
were  already  apparent;  but  it  was  undoubtedly  one  of  the  causes  of 
its  peculiar  severit}'.  This  phenomenon  does  not  stand  by  itself  as 
the  result  of  a single  cause;  and  it  has  its  parallel  in  previous  major 
crises  marking  it  as  a characteristic  occurrence ; but  it  may  be  inter- 
2>reted  as  having  at  least  a large  part  of  its  basis  in  the  other  con- 
ditions which  have  already  been  discussed,  and  which  were  sequels  of 
the  War. 

The  seriousness  of  the  crisis  was  increased  by  the  fact  that  our 
system  included  numerous  handicapped  industries  which  had  con- 
stituted weak  spots  in  the  post-war  prosperity,  but  which  had  been 
outweighed  by  strength  in  other  quarters.  Agriculture  had  been  de- 
j^ressed  since  the  War ; and  while  it  would  have  experienced  some  of 
these  difficulties  in  any  case,  the  abnormal  expansion  of  the  war  pe- 
riod made  necessary  a much  sharper  contraction  than  would  other- 
wise have  occurred,  and  increased  the  seriousness  of  the  condition. 
IMuch  the  same  is  true  of  coal  and  textiles,  to  name  two  others  among 
our  “sick  industries.” 

To  sum  up,  to  eharge  the  War  with  the  whole  responsibility  for 
the  existing  depression  would  be  to  imply  that  without  the  War 
there  would  have  been  continuous  prosperity  with  no  setbacks,  and 
this  is  negatived  by  the  whole  history  of  modern  industrialism.  But 
the  particular  form  of  the  depression  and  the  special  conditions  ac- 
countable for  its  peeuliar  severity,  are  all  conditioned  by  the  forces 
which  the  War  set  in  motion. 

As  for  the  prospects  for  the  future,  they  must  be  assessed  largely 
in  the  light  of  international  conditions.  Here,  in  addition  to  the 
weakened  condition  of  Europe,  a conspicuous  ])art  is  ]dayed  by  the 
high  tariff  ])olicy  of  the  United  States  and  the  reprisals  which  it  has 
produced  on  the  part  of  other  countries.  Our  foreign  trade  faces  in- 
creased handica]is  in  the  near  future.  This  gives  added  force  to  the 
conclusion,  which  seems  inevitable  in  any  case,  that  capital  exports 
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Ccannot  be  expected  indefinitely  to  sustain  the  large  balance  of  coin- 
niodity  exports  which  has  characterized  the  j)ost-war  period  through 
1929.  It  is  possible  that  from  now  on  we  shall  begin  to  hear  for  the 
first  time  one  of  the  serious  after-effects  of  the  War  from  which  we 
have  hitherto  been  protected : namely,  the  diminished  buying  power 
of  our  customers  in  other  countries.  How  long  this  remains  a serious 
burden  depends  on  the  speed  and  completeness  of  the  economic  re- 
covery these  other  nations  make.  To  facilitate  this  recovery,  even  at 
some  present  sacrifice,  is  one  of  the  wisest  things  this  country  could 
do,  in  its  own  selfish  interest.  To  cripple  it  or  allow  it  to  he  crippled 
through  failure  to  cooperate,  would  he  the  most  calamitous  of  poli- 
cies for  the  LAiited  States. 

And  this  must  end  our  present  inquiry  into  the  more  general 
after-effects  of  the  War — an  inquiry  which  raises  more  questions 
than  it  answers.  Some  further  light  may  he  shed  by  a brief  survev  of 
the  post-war  historv  of  a few  of  the  particular  industries  or  indus- 
trial groups  on  which  the  AVar  had  especiallv  direct  effects. 


CHAPTER  XIII 


THE  TOLL  OF  DEATH  AND  DISABILITY: 
RELIEF  AND  COMPENSATION 

The  greatest  continuing  cost  of  the  War  to  the  national  economy  is 
the  burden  resulting  from  death  and  disability,  represented  in  the 
national  budget  since  1921  by  the  expenses  of  the  Veterans’  Bureau. 
Interest  on  the  joublic  debt,  plus  retirement  of  the  principal,  is  a 
much  larger  fiscal  item,  but  it  will  not  last  as  long,  and  it  is  not  a 
social  burden  in  the  same  sense.  It  has  been  suggested  here  that  this 
continuing  burden  on  account  of  veterans  be  offset  against  the  con- 
tinuing income  from  the  foreign  war  debts,  if  only  to  segregate  these 
difficult  and  speculative  post-war  items.  Ultimate  collections  from 
foreign  countries  are  still  matters  of  some  uncertaint}",  and  the  re- 
sulting economic  gains  to  our  national  economy  are  still  more  so. 
And  the  uncertainty  of  the  burdens  of  future  disability  is  obvious. 

Under  the  present  debt  settlements  the  United  States  is  due  to  re- 
ceive a total  of  22  billions  in  payments  continuing  thi’ough  1987. 
Through  most  of  that  time  we  shall  have  material  expenses  to  meet 
for  the  care  of  the  World  War  veterans.  The  writer’s  best  estimate 
of  these  expenses,  based  on  a reasonable  continuance  and  develop- 
ment of  ])resent  policies,^  falls  between  the  limits  of  20  and  25  bil- 
lions for  the  whole  post-war  ])eriod.  This  does  not  allow  for  life  pen- 
sions for  young  widows  who  in  tlie  future  marry  aging  veterans,  but 
the  larger  sum  does  allow  something  for  the  care  of  all  veterans  dur- 
ing the  disabilities  of  old  age,  regardless  of  whether  or  not  the  disa- 
bility was  the  result  of  war  service.  Roughly,  the  care  of  veterans  is 
likely  to  cost  us  something  like  as  much  as  the  war  debts  bring  in. 

The  two  sums  are  very  different,  however,  in  their  distribution 
through  the  years.  The  economic  burden  of  death  and  disability  (as 
distinct  from  government  ]>ayments  to  veterans,  which  may  become 
the  ]daything  of  politics)  will  ]H-obably  go  on  growing  until  19I0  or 

^ The  above  was  written  in  1929  and  revised  to  include  figures  as  of  June 
30,  1930.  Tlierefore  it  does  not  take  account  of  broadened  rights  to  compen- 
sation under  the  amendment  of  July  3,  1930.  For  tlie  effect  of  future  possible 
changes  in  ])oliev,  see  ])p.  199,  201  below.  The  consolidation  of  veterans’  aid 
activities  also  is  not  taken  account  of. 
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1945,  after  which  it  will  ta}>er  otf,  and  will  have  reached  vaiiish- 
ing  proportions  by  19T5-80,  through  decreasing  numbers  and  ter- 
mination of  the  survivors’  normal  earning  period.*  The  debt  settle- 
ments, on  the  other  hand,  begin  with  moderate  pa3-ments  and  in- 
crease to  a maximum  which  continues  after  the  burden  of  death  and 
disability  (and  also,  let  us  hope,  the  payments  on  account  of  it)  will 
have  shrunk  to  little  or  nothing.  If  the  two  gross  fiscal  sums  were 
equal,  the  debt  settlements  would  represent  a materially  smaller  dis- 
counted j)resent  worth.  At  ])resent,  the  Veterans’  Bureau  outlays  are 
much  the  larger  amount;  and  they  will  remain  larger  at  least  until 
after  19-16.  Thev*  are  now  over  half  a billion  a year,  while  the  debt 
settlements  in  19i28  amounted  to  210  millions.  After  1916,  the  vet- 
erans’ budget  will  be  relieved  of  war-insurance  annuities  and  of  l)ay- 
ments  into  the  Adjusted  Service  Ceidificate  fund,  and  from  tlien  on 
it  will  be  smaller  than  the  debt  settlements,  unless  swollen  by  unex- 
])ectedly  large  increases  in  disability  or  by  fresh  additions  to  our 
scheme  of  compensation. 

All  of  which  suggests  many  thoughts.  If  the  American  debt  settle- 
ments, absorbing  the  major  portion  of  the  German  reparations,  are 
at  present  far  short  of  the  burdens  arising  from  our  relatively  small 
casualties,  how  great  is  the  burden  from  death  and  disability  borne 
by  our  former  Allies  with  relatively  little  aid  from  the  balance  of  in- 
ternational payments.^  It  is  well  for  us  to  remember  that  in  studving 
tlie  American  losses  we  are  dealing  with  about  1 per  cent  of  the  total 
war  casualties.  And  while  foreign  losses  register  on  a lower  scale  of 
money  values,  and  of  real  wealth-])roducing  caj)acity  ])er  ])erson, 
nevertheless  the  human  burden  is  made  heavier  abroad  by  the  very 
poverty  which  prevents  adequate  compensation.  Compensation 
lightens  the  load  by  distributing  it,  and  avoiding  those  crushing 
liardships  that  result  when  the  loss  is  left  wherever  shell  and  gas  and 
disease  have  ])laced  it. 

We  shall  attempt  to  estimate  both  the  fiscal  outlays  and  tlie  un- 
derlying social  burdens  they  imperfectly  reflect.  But  the  best  pre- 
liminary to  both  estimates  is  a concrete  ])icture  of  the  ]>rincipal 
facts.  There  were  some  5 million  ])ersons  who,  at  one  time  or  another 
during  the  War,  were  in  the  armed  forces  of  the  United  States,  and 

^ The  economic  burden  of  deatli  is  flarured  as  a continuing  loss  of  income, 
depending  on  tlie  normal  working  period  the  deceased  service  man  might 
have  cx])ected,  had  he  lived.  See  below,  Chapter  XI\'  and  Ap])endix  B. 
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most  of  them  were  liable  to  war  injuries  of  one  sort  or  another.  The 
total  amount  of  service-time  was  about  5 million  man-years.  “Rattle 
casualties”  accounted  for  over  50,000  dead  and  over  22i,000 
wounded  in  the  expeditionary  force.^  Total  deaths  in  army  and  navy 
were  estimated  at  125,500  to  July  1,  1919,  and  later  estimates  have 
continued  to  swell  the  numbers.^  A recent  statement  from  the  Adju- 
tant General’s  office  gives  119,956  deaths  for  the  army  alone,  indi- 
cating a probable  total  of  about  130,000  for  army  and  navy.®  And 
men  died  after  leaving  the  service,  and  are  still  dying,  from  injuries 
and  illnesses  traceable  to  the  War  in  some  degree  or  other,  though 
the  degree  of  responsihilit}-  in  such  cases  is  necessariW  a matter  of 
doubtful  estimate. 

One  thing  to  remember  is  that  out  of  the  millions  of  men  in  service, 
normal  mortality  would  in  an}'  case  have  accounted  for  something 
like  20,000  deaths,  leaving  some  110,000  as  the  actual  excess  of 
deaths  above  normal,  caused  by  the  War  to  men  actually  in  service.® 

The  attempt  to  estimate  the  aftermath  of  war-caused  deaths  is  be- 
set with  difficulties.  One  of  the  most  definite  indications  is  the  fact 
that  -18  per  cent  of  the  death  awards  are  for  deaths  occurring  after 
June  20,  1921.^  If  this  refers  to  all  awards  that  have  ever  been  made 
and  not  merely  to  those  now  active,  it  indicates  not  less  than  55,500 
post-war  deaths,  nor  more  than  about  120,000.  The  minimum  figure 
is  based  on  the  assumption  that  all  the  post-war  deaths  were  repre- 
sented in  the  awards,  which  is  clearly  too  conservative.  The  maxi- 
mum figure  is  based  on  the  assumption  that  there  were  about  130,000 
deaths  before  June  30,  1921,  and  that  this  is  52  per  cent  of  the  to- 
tal ; in  other  words,  assuming  that  the  post-war  deaths  are  no  more 
fully  rejn-esented  in  the  awards  than  the  deaths  occurring  during  the 
War.  1 'his  is  too  liberal,  as  the  post-war  deaths  are  sure  to  have  left 

® Reports  of  War  Department  (Surgeon-general),  1925.  XV,  1017.  Also 
Ayres,  The  War  icith  Germanp,  p.  122.  Ayres’s  figures  for  wounded  are 
205,690,  but  are  of  earlier  date.  Of  tlie  dead,  35,560  were  “killed  in  battle” 
and  1 i,720  “died  of  wounds,”  according  to  Ayres’s  figures. 

^ Ayres,  op.  cit.,  p.  123.  ® Given  in  a letter  of  July  10,  1929. 

® Normal  mortality  for  males  of  the  age-groups  in  question  would  be  in  the 
neighborhood  of  24,000,  on  the  basis  of  1924  life-tables  used  by  Louis  I. 
Dublin  in  comj)utations  referred  to  below  (A]i])endix  A).  The  service  men, 
being  a selected  group,  presumably  bad  a lower  normal  mortality;  hence  the 
round  figure  of  20,000. 

' U.  S.  Veterans’  Bureau,  Annual  Report,  1930,  p.  26. 
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more  dependents,  and  therefore  to  be  more  fully  represented  in  the 
awards.  In  deciding  on  our  estimate,  we  may  be  helped  by  canvass- 
inn-  the  other  available  indications. 

O 

One  is  the  fact  that  slightly  more  than  31,000  disability  awards 
have  been  changed  to  death  awards  through  1930.  This  represents 
post-war  deaths  recognized  as  due  to  the  War  and  leaving  behind 
dependents  entitled  to  compensation.  In  addition  to  these,  there  are 
the  deaths  of  men  on  the  disability  compensation  rolls  who  left  no 
compensable  dependents  and  whose  awards  were  therefore  merely 
terminated.  xVnd  there  are  further  some  war-caused  deaths  among 
men  who  were  never  on  the  disability  compensation  rolls.  The  indi- 
cations are  that  these  last  virtuall}'  all  occurred  before  the  end  of 
1922,  or  1923  at  the  latest. 

Disabilit}'  awards  terminated  by  death  can  only  be  estimated,  as 
they  are  merged  with  death  awards  terminated  by  death  of  beneti- 
ciary,  for  the  years  when  they  were  })resumably  most  numerous. 
Those  separately  reported  number  8,3oJ;,  and  the  total  may  be  esti- 
mated at  from  15,000  to  20,000.®  Normal  deaths  for  the  numbers 
involved  would  be  in  the  neighborhood  of  9,500  to  10,000,  leaving 
5,000  to  10,000  probable  war  deaths  from  the  disability  rolls  in 
addition  to  the  31,000  converted  to  death  awards. 

For  deaths  among  veterans  who  were  never  on  the  disability  rolls 
there  is  no  really  reliable  basis  of  estimate,  the  only  available  mate- 
rial being  the  insurance  records.  About  one-eighth  of  the  veterans 
kept  up  their  policies,  but  this  is  a biased  sam|)le,  as  indicated  bv 
the  fact  that  about  one-third  of  those  drawing  compensation  for  per- 
manent total  disability  were  also  receiving  insurance.  The  disabled 
veterans  were  more  prone  to  keep  up  their  })olicies.  Insurance  disa- 
bility awards  changed  to  death  awards  total  18,203,  most  of  which 
are  probably  already  in  the  compensation  figures,  though  a few 
thousand  might  need  to  be  added.  Outside  of  this  group,  the  death 
rates  shown  in  the  insurance  figures  are  below  normal  rather  than 
above,  except  for  the  earliest  years.  They  thus  afford  no  indication  of 
war-caused  deaths  except  for  the  years  up  to  and  including  1922,  or 
possibly  1923.  One  may  estimate,  very  roughly,  1(),()()0  deaths  above 

® Disability  awards  terminated  by  death  number  8,351  for  1926-30,  inclu- 
sive. For  1922-25,  inclusive,  the  figure  is  not  separately  reported,  but  termi- 
nations of  disability  and  death  awards  tbrougb  death  of  beneficiary  number 
well  over  20,000  for  these  four  years. 
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normal  mortality  for  this  group  of  insured  during  these  early  years. 
How  many  deaths  do  these  figures  indicate  for  the  veterans  as  a 
whole.^  Not  a proportionate  number  since  those  suffering  from  ail- 
ments likely  to  cause  death  were  those  who  most  typically  kept  up 
their  insurance  policies.  A conservative  estimate  of  the  total  of 
deaths  in  excess  of  normal  mortality  would  be  under  20,000,  a liberal 
one  might  exceed  35,000.  This  total  overlaps  the  deaths  of  veterans 
receiving  disability  compensation,  but  not  by  more  than  -10  per  cent 
in  all  probability.®  These  deaths  occurred  in  the  years  before  the  en- 
rolment of  disability  compensation  cases  was  anything  like  complete. 
We  are,  however,  probably  justified  in  adding  at  least  10,000  to  the 
totals  already  indicated,  and  possibly  20,000  or  even  more.  Our  total 
estimate  of  war-caused  deaths  occurring  after  the  War  would  be, 
then,  from  48,000  to  70,000.  Such  deaths  are  still  occurring  among 
the  disabled  at  a heavy  but  diminishing  rate,  at  present  about  3,000 
annually.^® 

This  estimate  points  toward  the  minimum  limit  of  the  previous 
estimate.  And  of  course  it  is  true  that  the  Veterans’  Bureau,  not  be- 
ing in  a position  to  deduct  normal  mortality  rates,  but  having  to  de- 
cide in  each  case  whether  the  War  had  some  material  connection  with 
the  fatality,  might  quite  properly  report  more  awards  than  the  num- 
ber of  deaths  statistically  attributable  to  the  War  during  the  same 
period.  On  the  whole,  60,000  to  65,000  post-war  deaths,  caused  by 
the  War,  seems  a conservative  estimate.  Added  to  the  110,000  service 
deaths  in  excess  of  normal  mortality,  this  would  make  170,000  to 

175.000  deaths  caused  by  the  War  to  those  Avho  were  in  service.  If 
we  count  the  whole  130,000  service  deaths,  without  deduction  for 
normal  death  rates,  tlie  total  would  be  190,000  to  195,000.“  This  is 

® Disability  awards  changed  to  death  awards  through  1922  are  just  under 
4,000;  those  terminated  can  only  be  estimated,  and  might  raise  the  total  to 

8.000  or  to  12,000. 

Disability  awards  ehanged  to  death  awards  in  1929  were  3,004,  a de- 
cline from  4,913  in  1926.  Disability  awards  terminated  by  death  in  1929 
were  956,  not  far  below  normal  mortality. 

Since  writing  the  above,  I am  informed  by  the  Veterans’  Administration 
that  their  estimate  is  200,000,  with  a possibility  of  as  many  as  236,000.  This 
is  based  largely  on  the  total  of  1 1 3,388  death  awards  of  all  elasses,  together 
with  the  estimate  that  only  48  per  cent  of  the  veterans  had  dependents.  The 
later  deatlis,  however,  jwobably  have  a higher  percentage  witli  dependents. 
More  imi)ortant  is  the  faet  that  deaths  only  partly  due  to  service  eauses  are 
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a large  figure,  but  the  after-effects  of  the  war  of  trenches,  high  ex- 
plosives, and  chemicals  are  something  new  in  war  experience. 

For  those  who  escaped  battle  casualties,  the  War  was  still  from 
three  to  four  times  as  dangerous  as  staying  at  home  and  earning 
one’s  bread  and  butter  in  the  usual  way.  Charging  the  aftermath  of 
war-caused  deaths  against  the  jjeriod  of  service,  it  was  probably  six 
or  seven  times  as  dangerous. 

It  ma}'  seem  strange  that  there  is  so  much  doubt  as  to  the  number 
of  war  deaths  among  those  who  were  in  the  federal  service.  But  this 
uncertainty  becomes  insignificant  beside  the  utter  lack  of  knowledge 
as  to  the  effect  of  the  War  on  civilian  mortality.  If  the  inffuenza  epi- 
demic of  1918,  and  the  sequel  of  1919,  were  caused  by  the  War,  then 
it  caused  something  like  400,000  civilian  deaths,  or  some  2%  times 
the  number  of  deaths  due  to  armed  service.  If  these  epidemics  would 
have  come  without  the  War  just  the  same,  then  the  War’s  toll  of 
civilian  lives  in  this  countr}'  was  negligible.  It  seems  probable  that 
an  unusually  virulent  form  of  inffuenza  was  due  to  visit  the  world 
without  reference  to  the  War;  such  epidemics  having  taken  place  in 
the  past.  But  it  seems  also  certain  that  the  conditions  brought  about 
by  the  War  vastl}'  increased  the  resulting  mortality.  It  is  hard  to 
believe  that  the  war-caused  deaths  among  civilians  were  not  consid- 
erably more  than  the  deaths  in  army  and  navy,  but  this  belief  hardly 
rests  on  scientifically  admissible  evidence. 

The  effect  of  the  War  on  industrial  accidents  is  almost  equallv  un- 
certain; chiefly  because  the  statistics  for  the  pre-war  period  arc  too 
fragmentary  to  form  a workable  basis  of  comparison.  Accidents 
move  with  the  ups  and  downs  of  business  activity,  and  therefore  the 
years  1916  to  1920,  inclusive,  would  naturally  show  large  numbers. 
Aside  from  this,  the  figures  give  some  support  to  the  idea  that  the 
War  temporarily  interrupted  a somewhat  irregular  downward  trend 
of  industrial  accidents.  The  number  of  lives  charo-caljle  to  the  War 
on  this  account,  however,  can  hardly  be  more  than  a very  few  thou- 
sand at  most.  Even  if  we  add  the  normal  rate  of  accidents  for  the 

likely  to  be  included.  The  Veterans’  Administration  estimate  of  total  deaths 
from  all  causes  among  the  veterans  is  400.000.  A comparison  of  this  tigure 
with  the  latest  normal  mortality  tables  indicates  that  the  excess  of  deaths 
above  normal  is  far  less  than  the  official  estimate  of  service-connected  deaths. 
Therefore  the  writer’s  figure  of  170,000  is  retained  as  an  estimate  of  deaths 
caused  by  the  War. 


186  COSTS  OF  WORLD  WAR  TO  AMERICAN  PEOPLE 


labor  devoted  to  war  work,  it  seems  probable  that  the  total  would  not 
rise  above  10,000  deaths.  The  true  loss  attributable  to  the  War  on 
tliis  account  is  the  excess  of  actual  accidents  above  those  that  would 
have  occurred  at  the  rate  of  industrial  activity  that  would  have  pre- 
vailed if  there  had  been  no  war ; and  this  is  of  course  still  more  con- 
jectural. So  far  as  laborers  were  injured  or  killed  at  war  work  who 
would  otherwise  have  been  injured  or  killed  on  work  devoted  to  the 
uses  of  ])eace,  the  social  loss  consists  of  the  worth  of  the  commodities 
lost  to  peace  uses  rather  than  the  accidents  themselves,  since  these 
would  have  occurred  in  any  case.'^ 

To  sum  up,  the  total  loss  of  life  chargeable  to  the  War  directly 
and  indirectly  is  uncertain,  between  the  limits  of  about  160,000  and 
over  half  a million.  A total  of  300,000,  military  and  civilian,  would 
be  a moderate  guess — but  merely  a guess.  As  to  the  number  of 
births,  there  is  no  certainty  that  the  War,  in  its  ultimate  outcome, 
produced  any  shortage  from  normal  rates.  It  did,  of  course,  cut  off 
the  bulk  of  our  normal  immigration.  But  declines  in  births  and  in 

The  United  States  Department  of  Labor  has  issued  figures  of  fatal  and 
nonfatal  industrial  accidents  in  the  United  States  from  1917  on;  but  Secre- 
tary of  Labor  Davis  in  192  t stated  that  tlie  true  numbers  were  not  known, 
and  estimated  fatalities  at  21,000.  He  placed  total  industrial  accidents  at 
2,153,418,  witli  a wage  loss  of  over  one  billion  dollars.  See  the  Department’s 
Monthli/  Labor  Review,  December,  1922,  pj).  159  ff . ; January,  1924,  p.  14(1; 
November,  1924,  p.  193.  Figures  jiublished  for  metal  mines,  quarries,  smelt- 
ing, and  ore  dressing  sliow  no  evidence  of  excess  war  mortality.  In  coal 
mines,  1914-16  shows  less  mortality  than  1909—13,  and  1917—18  shows  a re- 
lapse to  about  the  figures  for  1909—13.  In  coke  ovens,  1917  and  1918  show 
several  thousand  deaths  above  what  appears  to  be  the  general  trend.  A spe- 
cial study  for  the  iron  and  steel  industry  shows  a substantial  downward  trend 
in  accident  frequencies  with  a heavy  relapse  in  1916,  which  was  by  far  the 
worst  year  in  the  whole  jieriod  of  our  neutrality  and  participation.  The  offi- 
cial figures  for  the  whole  country  show  nonfatal  accidents  reaching  their 
peak  in  the  post-war  boom  of  1920,  while  fatal  accidents  reach  a maximum  in 
1918.  See  Statistical  Abstract,  1920,  pp.  266-271  ; Monthly  Labor  Review, 
X,  1457  ff.,  831  ff.,  also  Statistical  Bulletin,  Metropolitan  I.ife  Insurance 
Co.,  May,  1922,  ]ip.  6-8. 

One  in.av  roughly  estimate  that  accidental  deaths  in  this  country  occur  one- 
third  in  industry,  one-third  in  homes,  and  one-third  elsewhere.  Army  and  navy 
deaths  during  the  year-and-a-half  of  war  were  probably  equal  to  about  two 
vears’  normal  accident  death  toll  for  the  whole  country.  It  is  stated  that  au- 
tomobiles alone  are  now  killing,  in  two  years’  time,  more  i>crsons  than  were 
actually  killed  in  action  in  our  armed  forces. 
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inimip’ration  cannot  be  reckoned  as  economic  losses  to  a coniitry  situ- 
ated  as  is  the  United  States.  Indeed,  they  niay  be  among  the  enabling 
causes  of  our  remarkable  jjost-war  prosperity.  Since  the  problem  of 
general  ciyilian  losses  is  so  baffling,  we  must  needs  focus  our  main 
attention  on  the  losses  of  jjersons  in  the  armed  seryices. 

Despite  the  great  adyances  in  medicine  and  hygiene,  disease  still 
claimed  more  liyes  than  battle,  for  the  whole  of  the  American  forces, 
though  not  for  the  expeditionary  force.  The  other  countries  suffered 
far  heayier  losses  from  battle  than  from  disease,  though  their  disease 
rates  were  undoubtedly,  on  the  average,  considerably  heayier  than 
ours.  This  war  was  unusually  deadly  in  battle  casualties,  even  in 
pro])ortion  to  the  vast  numbers  engaged,  and  the  fact  that  ours  were 
less  than  our  disease  losses  is  the  result  of  the  relatively  small  })ro- 
portion  of  our  total  forces  that  reached  the  front,  and  the  relatively 
short  time  they  were  engaged.  Ayres  gives  figures  showing  a }>ro- 
gressive  decline  in  disease  mortality  per  thousand  troops  j)er  year  in 
successive  American  wars,  as  follows:  IMexican  AVar,  110;  Civil  AVar 
(north),  65;  S})anish  AAhar,  26;  AA'orld  AA'ar  (expeditionary  force  to 
date  of  armistice),  19.^®  The  rate  for  all  the  forces  and  for  the  whole 
period  of  service  would  be  considerably  less. 

The  character  of  disease  losses  has  also  changed.  Scurvy,  dysen- 
tery, and  cholera,  which  took  a heayy  toll  of  deaths  from  our  armies 
in  the  early  part  of  the  nineteenth  centuiw',  haye  been  conquered. 
Ty])hoid,  which  ravaged  our  cam])s  in  1898  and  caused  85  per  cent 
of  the  deaths,  has  been  virtually  eliminated,  while  in  its  ])lace  pneu- 
monia (a})parently  charged  with  all  fatal  endings  of  influenza  cases) 
accounted  for  83.6  per  cent  of  all  disease  deaths  to  IMay  1,  1919.^® 
Tuberculosis,  slower  in  its  effects,  accounted  for  many  later  deaths, 
and  for  more  than  one-third  of  the  government  hospital  })atients 
through  1925.  From  that  time  on,  neuro-psychiatric  cases,  often 
slow  to  deyelop  and  with  a yery  low  death  rate,  haye  replaced  tuber- 
culosis as  the  leading  group  of  hospital  cases,  accounting  for  14,9-il 
out  of  a total  of  30,311  in  1930.  Of  16,219  actual  or  suspected 
AAArld  AA^ar  cases,  they  constituted  68.1  ])er  cent. 

But  if  the  deadly  toll  of  disease  is  a diminishing  threat,  there  is 

Ayres,  op.  cit.,  p.  121. 

J'ital  Statistics  of  the  United  States  Army  during  the  World  JVar,  hy 
Maj.  Albert  G.  I.ove,  Military  Surgeon,  August,  1922,  p.  3. 

Ayres,  op.  cit.,  p.  126. 
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reason  to  think  that  modern  war  is  finding  new  ways  of  disabling 
men  tor  after-life,  and  that  this  part  of  the  burden  is  increasing. 
The  bare  figures  of  sick  and  wounded  give,  of  course,  little  clue  to 
this  lasting  burden  of  disability  they  represent.  Something  over  10 
per  cent  of  the  army’s  wounded,  or  25,187,  were  discharged  from 
the  service  as  unfit  because  of  wounds,  and  179,578  were  similarly 
discharged  because  of  disease  and  nonbattle  injuries;  a total  of 
201,765,  to  the  end  of  1919.^®  By  the  end  of  the  fiscal  year  1922 
there  had  been  granted  851,940^^  claims  for  disability  compensation, 
of  which  174,024  were  still  active,  to  which  should  be  added  92,597 
men  eligible  to  compensation  but  receiving  vocational  training  and 
maintenance  instead,  making  a total  of  over  266,000  cases  still  “ac- 
tive.” Eight  years  later,  139,464  fresh  awards  had  been  granted, 
though  the  total  of  active  awards  had  declined  slightly,  to  256,022. 
There  are  also  23,517  statutory  tuberculosis  awards  rated  “no  disa- 
bility.” Nine  hundred  thousand  disability  claims  had  been  filed  and 
over  half  of  these  had  been  granted,  or  one  for  every  ten  men  who  saw 
even  a day’s  service.  Among  the  claims  rejected  were  many  genuine 
war  disabilities,  but  rated  at  less  than  10  per  cent  impairment  of 
earning  jiower  and  therefore  not  entitled  to  compensation.  Evidentlv 
there  has  been  a large  turnover  of  cases,  and  disabilities  have  con- 
tinued to  develop  years  after  the  end  of  the  War.  Of  the  226,484 
disability  awards  active  in  1926,  17  per  cent  had  effective  dates  later 
than  1922,  indicating  that  the  disability  developed  more  than  four 
years  after  the  end  of  hostilities,  or  more  than  three  years  after  the 
bulk  of  the  forces  were  mustered  out  of  the  service.^®  Similar  figures 
for  later  years,  if  available,  would  swell  this  number. 

The  responsibilities  assumed  by  the  Government  have  taken  vari- 
ous forms,  d’hese  include  insurance,  compensation  for  death  and 
disability,  the  “adjusted  service  compensation,”  hospital  care,  and 
outside  medical  and  dental  treatment.  Since  1921  these  have  been 
centralized  in  the  Veterans’  Bureau ; and  the  result,  despite  short- 
comings and  abuses,  on  the  whole  has  been  the  most  businesslike  svs- 
teni  this  country  has  yet  employed  for  the  care  of  veterans  and  their 

From  tlie  report  of  tlie  .Surgeon-general’s  office,  above  cited,  p.  1183. 
Tlie  Veterans’  Bureau  gives  a figure  of  2.51.91G,  presumably  for  a longer 
])eriod  and  for  all  branches  of  the  service.  See  1922  Report,  p.  18. 

The  1929  Re])ort  shows  355,712  through  1922. 

.S.  Veterans’  Bureau,  Annual  lieport,  1926,  ]).  217. 
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dependents.  One  result  has  been  that,  for  the  number  of  deaths  that 
would  have  occurred  in  any  case,  government  insurance  and  com- 
pensation were  substituted  for  the  far  more  inadecpiate  provision 
which  would  have  been  made  by  the  individuals  themselves.  To  this 
extent  the  War  represented  a positive  gain,  as  a partial  offset  to  its 
heavy  losses.  The  same  is  true,  to  a less  extent,  of  those  who  would  in 
any  case  have  suffered  sickness  and  disability,  es})ecially  as  the  bene- 
fits of  medical  and  hospital  care  have  of  late  }'ears  been  extended  to 
cases  not  arising  from  war  service. 

Patients  cared  for  by  the  Government  in  hosj)itals  have  formed  a 
large  and  continuous  burden,  though  with  a high  rate  of  turnover.  In 
1929  the  turnover  was  202  per  cent,  and  in  earlier  years  it  was  higher. 
In  that  year  81,136  patients  were  discharged,  the  average  term  be- 
ing under  90  davs.^®  Hospital  ])atients  reached  their  greatest  num- 
bers in  March,  1922,  when  there  were  nearly  31,000,  though  the 
average  for  the  year  was  short  of  29,000.  From  then  on  the  cases  due 
to  World  War  causes  declined  quite  steadily,  to  13,237  at  the  end  of 
1930,  with  922  under  observation  to  determine  the  cause  of  disa- 
bility’.This  decline  has  been  largely  balanced  by  the  admission,  from 
1925  on,  of  cases  not  due  to  war  service,  now  numbering  12,631 
among  the  World  War  veterans.  This  has  brought  the  1930  total  up 
to  31,311  of  whom  28,850  are  World  War  veterans.  There  are  1,208 
Spanish  War  veterans,  79  Civil  War  veterans,  and  174  veterans  of 
other  service.®^ 

From  now  on,  the  Government’s  hospital  bill  will  be  less  and  less  a 
gauge  of  war  injuries  and  more  and  more  a form  of  postponed  rec- 
om])ense  for  mere  service.  On  the  other  hand,  the  decline  of  war  cases 
in  the  future  will  probably  be  far  slower  than  in  the  past,  and  may 
cease  entirely.  As  we  have  seen,  over  68  per  cent  of  them  are  now  of 
the  neuro-psychiatric  type,  which  grew  steadily  up  to  1926  and  has 
not  since  declined.  And  these  are  proverbially  long-lived  cases.  Fur- 
ther construction  of  hospital  facilities,  amounting  to  $15,000,000, 
was  authorized  in  1928  to  enable  the  Government  to  care  for  these 
cases  in  its  own  institutions.  This  work  is  still  going  on,  and  an  addi- 
tional $15,950,000  has  been  authorized  for  future  construction. 

Vocational  training  and  rehabilitation  was  a regular  ])art  of  the 
government  program  for  the  war-handicapped.  In  all,  over  330,000 

Ibid.,  1929,  pp.  52-63.  20  ^ p.  53. 

Ibid.,  1928,  pp.  1-2. 
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were  rated  as  eligible,  180,000  entered  training,  and  128,000  com- 
pleted training  and  were  rated  as  rehabilitated.  This  work  was  at  its 
height  in  1921-28,  with  a maximum  of  102,000  in  training,  and  was 
virtually  ended  in  1927.""  The  work  was  done  in  existing  institutions, 
in  \ eterans’  Rureau  schools,  and  in  actual  productive  establishments. 
The  trainee  received  his  regular  pa}^  if  still  in  service,  a maintenance 
allowance,  or,  in  one  class  of  cases,  the  regular  disability  compensa- 
tion. A study  of  j:)re-war  and  post-war  wages  of  trainees  indicates 
that  they  were  typically  able  to  earn  more  dollars  than  before  the 
War,  but  not  enough,  on  the  average,  to  keep  full  pace  with  the  rise 
either  of  prices  or  of  prevailing  wage-rates.""  In  other  words,  as 
might  be  exjjectcd,  their  handica]js  were  not  comj)letely  overcome, 
and  one  can  only  conjecture  to  what  extent  they  were  mitigated. 

On  this  service  the  Veterans’  Bureau  alone  spent  nearly  500  mil- 
lions, to  which  possibly  30  millions  should  be  added  as  a share  of  its 
general  overhead.  This  would  be  over  $1,000  per  comi^leted  case. 
More  than  one-fifth  of  the  work  was  done  by  other  agencies  before 
the  establishment  of  the  Veterans’  Bureau."^  And  the  men  themselves 
gave  their  time,  for  what  it  may  have  been  worth.  All  in  all,  rehabili- 
tation may  have  cost  as  much  as  $6,000  to  $7,000  per  com])leted 
case;  and  yet  it  seems  probal)le  that  it  was  worth  what  it  cost.  If  the 
average  man  entering  training  had  lost  43  per  cent  of  his  earning 
poAver  (the  average  rating  for  all  disability  awards  was  rather  above 
than  below  this)  and  if  “rehabilitation”  meant  restoration  to  90  per 
cent,  this  would  mean  $500  a year  to  a person  at  the  $1,500  earnings 
level.  And  this  would  well  repay  the  cost  of  training.  If  restoration 
Avere  only  to  80  per  cent,  this  Avould  mean  $345  per  year  and  might 
not  be  regarded  as  profitable  on  a strict  actuarial  basis,  though  none 
the  less  Avorth  doing  for  the  community. 

The  gain  went  presumably  to  the  veterans  themselves,  and  the 
GoA'ernment  saA^ed  nothing  on  its  compensation  bill,  as  the  aAvards 
Avere  based  on  the  impairment  of  earning  poAver  Avhich  the  type  of 
inpirv  in  question  Avould  normallA'  produce  in  the  A'eteran’s  former 
occu])ation,  and  AA'ere  not  reduced  in  the  case  of  veterans  Avho  Avere 
able  to  do  better  than  this,  either  in  their  original  occupation  or  in 
some  other.  This  fact  must  be  borne  in  mind  Avhen  AA^e  come  to  using 

" r.  S.  Veterans’  Rureau,  Annual  Report,  1930,  p.  17. 

Ihul.,  1923,  ]).  412;  1928,  pp.  34-35. 

Rased  ou  monthly  numbers  in  training,  1920  Report,  p.  270. 
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the  official  percentages  of  disability  as  a gauge  of  the  losses  of  earn- 
ing power  actually  suffered  by  the  men.  To  just  the  extent  that  re- 
habilitation succeeded  in  raising  earnings  above  the  normal  for  each 
type  of  injury,  these  percentages  exaggerate  the  actual  loss  of  earn- 
ings. F'or  such  disabilities  as  it  has  enabled  the  sufferers  to  remove, 
the  Government  pays  twice;  once  in  the  cost  of  rehabilitation  and 
once  in  compensation  based  on  an  “average”  condition.  All  of  which 
is  quite  ]>roper  and  commendable,  but  adds  to  the  difficulties  of 
drawing  a social  cost-sheet;  for  if  government  pays  twice,  society 
suffers  only  once,  though  it  may  suffer  more  than  either  of  the  Gov- 
ernment’s payments  can  adequately  measure. 

Death  compensation  is  paid  to  members  of  the  immediate  families 
of  persons  who  died  while  in  service,  or  afterward  from  causes  con- 
nected with  service.  Parents  and  children  are  entitled  to  benefits  oidy 
during  actual  dependency.  In  June,  1930,  benefits  were  being  paid 
to  dependents  of  90,95d  veterans,  the  dependents  numbering  ap- 
proximately 135,000.  There  were  21,751  widows,  32,7-16  children, 
and  65,205  cases  with  parent  or  parents,  indicating  a probable 
80,000  or  more  parents. The  monthly  conq)ensation  is  21/2  millions, 
or  at  the  rate  of  30  millions  per  }’ear.  Parents  apparently  receive 
about  $200  annually  per  person,  and  others  at  the  rate  of  some  $190 
to  $200  per  adult  consuming  unit.  This  may  be  reckoned  as  something 
between  half  and  two-thirds  of  the  share  these  persons  would  have 
had  in  the  income  of  a “normal”  household  suj)ported  by  a bread- 
winner with  an  income  of  .$1,500.  Of  course,  this  basis  of  reckoning 
is  too  mechanical  to  reflect  what  happens  when  a widow  tries  to  main- 
tain a home  for  two  small  children  on  $45  a montli,  or  when  another 
widow  unburdened  by  children,  and  with  the  basic  allowance  of  .$30 
a month,  takes  a commercial  ])osition  and  jmssibly  even  succeeds  in 
earning  more  than  her  husband  had  done.  Com]iared  to  the  French 
widow’s  pension  of  .$67.60  a year,  ours  is  munificent;  though,  even  so, 
France  with  her  6.30,000  war  widows  and  orphans  must  sjiend  sev- 
eral times  as  much  as  we  do  for  this  pur])ose.“® 

Veterans’  Bureau,  Annual  Report,  1930,  p.  77.  In  tiie  1928  report  the 
actual  number  of  jiarents  was  given  as  78,821,  there  being  (i3.057  awards 
involving  parent  or  parents.  At  the  same  ratio  6.5.203  awards  would  mean 
81,500  parents,  but  it  seems  that  time  must  reduce  the  number  of  cases  in 
wliicb  both  parents  survive. 

-®  French  figures  from  “Tlie  War  Debts,”  an  address  by  J.  F.  B.  Mitchell, 
issued  September,  1929. 
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Wheat  of  the  deaths  not  represented  in  these  90,95-i  awards  ? Over 

22.000  more  liave  been  on  the  coinjjensation  rolls  in  the  past,  and 
their  terminations  represent  for  the  most  part  the  death  of  a bene- 
ficiary or  the  remarriage  of  a widow.  (The  reports  do  not  show  how 
many  widows  have  remarried  without  terminating  the  award  because 
there  were  other  dependents  surviving.)  It  seems  probable  that  there 
were  in  the  general  neighborhood  of  40,000  war  widows,  of  whom 

2.000  or  more  may  have  died.  More  than  half  the  rest  are  still  on  the 
compensation  rolls,  and  of  the  others  the  major  part  may  be  sup- 
posed to  have  remarried. There  remains  an  uncertain  number  of 
war-related  deaths — presumably  at  least  75,000 — which  have  never 
appeared  on  the  death  compensation  rolls.  While  there  are  many 
reasons,  the  main  one  is  j)robably  absence  of  dependents  entitled  to 
compensation.  This  marks  them  as  bachelors  whose  parents  are  not 
dependent  (or  have  died).  Which  means  that  the  major  part  of  these 
cases  are  still  likely  to  come  on  the  rolls  as  the  parents  reach  old  age. 
A large  minority  of  the  terminated  awards  may  be  revived  for  the 
same  reason.  On  the  other  hand,  most  of  the  children  will  soon 
graduate  from  dependency — few  seem  to  have  done  so  as  yet.  There 
will  thus  be  a natural  shift  in  the  beneficiaries,  the  number  of  chil- 
dren diminishing  while  the  number  of  parents  increases. 

Disability  compensation  is  payable  to  all  suffering  from  service- 
connected  disabilities  rated  at  not  less  than  10  per  cent  impairment 
of  earning  power,  at  the  basic  rate  of  $100  per  month  for  permanent 
total  disability,  and  $80  for  temporary  total  disabilit}\  Partial  disa- 
bilities are  rated  according  to  the  ])ercentage  impairment  of  earning 
power  normally  resulting  from  such  injuries,  and  are  paid  that  per- 
centage of  the  base  rate.  There  are  additional  benefits  for  depend- 
ents, with  the  result  that  the  total  compensation  is  perhaps  10  per 
cent  above  the  basic  rates.  There  are  80  cases  rated  as  double  perma- 
nent total — where  the  need  of  a regular  attendant  is  taken  into  the 
reckoning.^®  The  rating  of  a case  as  permanent  means  not  merely 
that  the  disability  cannot  be  completely  cured,  but  that  the  degree  of 
disability  is  not  likely  to  change,  so  that  the  yeteran  can  count  on  his 

Miss  Weeks  lias  compiled  terminations  of  awards  by  causes,  hut  with 
the  handicap  that  for  several  years  death  and  disability  are  not  sejiarated. 
Indications  jioint  to  a possible  9,000  terminations  of  death  awards  owing  to 
remarriage  of  widow. 

Veterans’  Eureaii,  Annual  Report,  1930,  p.  76. 
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income  with  reasonable  assurance."”  IMany  of  the  “■temporary”  cases 
will  remain  permanently  on  the  lists.  The  Bureau  is  shifting  them  to 
permanent  rating  as  rapidly  as  may  be,  and  nearU'  (19  per  cent  of 
the  cases  were  in  1998  on  the  permanent  basis.  There  were  then 
257,586*  yeterans  receiying  compensation,  rating  on  the  average 
43.7  disability  and  receiving  benefits  at  the  rate  of  .$139,000,000  per 
year  or  $540  for  the  average  award.®”  The  1929  total  is  262,138. 

The  character  of  these  disabilities  is  significant  of  changes  in  the 
nature  of  warfare  and  of  advances  in  medical  treatment.  As  against 
some  50,000  killed  in  action  or  died  of  wounds  there  are  56,000 
still  receiving  compensation  for  neuro-psychiatric  disabilities,  over 
56,000  for  tuberculosis,  and  about  150,000  for  “general  medical  and 
surgical  conditions,”  including  nearly  18,000  respiratory  diseases 
other  than  tuberculosis.  Amputations,  so  numerous  in  former  wars, 
account  for  less  than  8,000.®^  It  is  not  without  significance  that 
neuro-psychiatric  disorders  have  disabled  more  men  than  were 
killed  by  the  enemy,  while  these  and  respiratory  diseases  have  dis- 
abled more  than  the  total  of  deaths  in  service.  LTndoubtedly  many 
tuberculous  yeterans  have  been  saved  who  would  have  died  under 
earlier  methods  of  treatment ; but  trench  warfare  has  vastly  in- 
creased the  number  of  these  cases. 

Before  judging  the  adequacy  of  this  compensation  we  must  note 
that  percentage  ratings  are  based  on  impairment  of  earning  power 
at  the  yeteran’s  former  occupation,  whereas  many  haye  found  occu- 
pations where  their  handicaps  count  for  less.  And  for  every  two  yet- 
erans on  the  rolls,  one  has  completed  yocational  rehabilitation.  Some 
of  these  last  are  not  drawing  compensation,  but  the  greater  ])art  are 
undoubtedly  still  doing  so,  and  on  tlie  basis  of  a greater  im])airment 
of  earning  ])ower  than  they  now  actually  suffer.  And  we  must  note 
the  additional  proyision  that  comes  from  other  sources,  especially 
war  insurance. 

On  the  otlier  hand,  a considerable  number  of  insurance  awards,  for 
“permanent  and  total”  disability,  have  been  terminated  by  reason  of  re- 
covery. In  1929  these  cases  bad  mounted  up  to  3,677.  See  1929  Report,  pj). 
80,  82. 

As  of  June  30,  1928 — see  Veterans’  Bureau  Report  for  that  year.  j))). 
76-77.  Averages  are  aggregative,  the  group  reported  as  10  ]jer  cent  to  19  per 
cent  being  rated  at  15  ])er  cent,  and  so  on.  “Statutory  awards”  and  retire- 
ment pay  for  disabled  officers  render  later  figures  not  strictly  comparable. 

Ibid.,  1928,  pp.  73-76;  1929,  pp.  69-73. 
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Veterans  permanently  and  totally  disabled  are  receiving  benefits 
from  term  or  automatic  insurance  to  the  number  of  nearly  13,000, 
or  some  39  per  cent  of  the  number  of  compensation  awards  in  that 
class.®"  And  insurance  of  these  types  is  being  paid  on  some  145,000 
deaths  in  all  (not  all  war  deaths,  of  course),  many  of  which  must 
surely  be  assigned  to  war  causes,  though  the  exact  number  cannot  be 
determined.  Of  those  receiving  death  com})ensation,  nearly  three- 
quarters  are  receiving  insurance  from  the  Government  in  addition.®® 
IMost  of  these  are  term  policies  yielding  the  beneficiaries  on  the  aver- 
age about  $50  per  month  for  twenty  years.  The  Government  offered 
these  ])olicies  to  all  the  armed  forces  at  net  premium  rates,  in 
amounts  from  $1,000  to  $10,000.  Over  4I/2  million  took  out  policies 
to  an  average  amount  of  $8,756.  The  full  $10,000  policy  pays 
$57.50  per  month  for  twenty  years,  and  the  beneficiaries  are  not 
limited  to  those  entitled  to  compensation  awards.  Such  insurance  at 
such  rates  was,  of  course,  not  self-supporting;  and  it  has  been  esti- 
mated that  the  Government  has  undertaken  obligations  amounting 
to  951  millions  beyond  what  the  premiums  cover.®^ 

In  1924  provision  for  veterans  was  increased  by  the  “adjusted 
service  compensation.”®®  This  of  course  benefited  the  disabled  along 
with  all  the  rest,  and  also  the  dependents  of  those  who  had  died.  The 
maximum  award  was  $500  for  home  service  and  $625  for  foreign 
service,  and  the  average  would  come  to  less  than  $400.  In  addition, 
as  already  noted,  about  half  the  veterans  were  entitled  to  State 
bonuses  of  approximately  $150.  Amounts  over  $50  took  the  form  of 
a 20-year  endowment  policy  for  the  amount  each  man’s  “bonus”  in- 
creased by  25  per  cent  would  buy,  applied  as  a single  premium.  On 
this  basis  the  average  “bonus”  means  a policy  of  nearly  $1,000.  The 
Government  thus  rendered  itself  liable  to  claims  which  might  total 

Tliis  insurance  is  ]iayable  only  to  those  disabled  for  any  occupation, 
while  disability  awards  are  on  the  basis  of  disablement  in  the  man’s  original 
calling. 

Veterans’  Bureau.  Annual  Repori,  1928,  77—78. 

Ibid.,  1922,  p.  21.  Obligations  commuted  at  3l/o  per  cent  interest.  Some 
term  insurance  was  renewed  beyond  this  date,  but  as  the  veterans’  death 
rate  returned  to  normal  the  insurance  became  approximately  self-supporting. 

The  award  was  on  the  basis  of  $1.00  })er  day  of  home  service  and  .$1.2.5 
for  foreign  service,  u]i  to  the  above  maxima.  The  basic  pav  of  the  jirivate  sol- 
dier was  thus  more  than  doubled  retroactively,  in  the  form  of  endowment 


insurance. 
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over  -1  billions,  with  a discounted  worth  in  1924  of  something  over 
half  that  amount.®®  To  date  (1929)  3,6*50,093  claims  have  been 
granted,  the  total  in  cash  payments  and  certificates  amounting  to 
slightly  over  31/0  billion  dollars.®'  The  discounted  worth  of  the  obli- 
gations, with  an  allowance  for  claims  still  to  come  in,  may  be  roughlv 
estimated  in  the  neighborhood  of  2 billions  as  of  1924*.  The  fiscal 
burden  is  to  be  equalized  by  annual  a])propriations  to  an  interest- 
bearing  fund,  sufficient  to  provide  for  the  obligations  and  to  be  com- 
pleted in  19-16.  Such  ap])ropriations  for  the  first  five  years  have 
totaled  $560,()()0,0t)(),  or  $112,0()0,()00  })er  year  in  addition  to  some 
direct  payments  not  passing  through  the  fund.  It  is  estimated  that 
recent  extensions  will  result  in  a need  for  a}>propriations  of  over 
$150,000,()()0  a Year  from  now  on.®® 

In  all,  it  may  be  estimated  that  the  Government  has  spent  3V1> 
billions  or  more  on  account  of  service  losses  of  life  and  health,  to  the 
end  of  the  fiscal  year  1930,  not  counting  any  costs  while  the  men 
were  still  in  service.®®  Adjusted  service  compensation  would  add  more 
than  700  millions  (including  an  allowance  for  a share  in  the  general 
expenses  of  the  Veterans’  Bureau).  But  this,  while  a war  cost,  is  not 
due  to  loss  of  life  and  health.  It  is  a continuing  fiscal  outlay  to  ]>ay 
for  a social  cost  incurred  while  the  War  was  being  fought.  Medical 
and  hospital  care  of  nonservice  cases,  and  costs  incidental  to  con- 
verted insurance,  still  further  increase  the  Veterans’  Bureau  budget. 
As  fiscal  outlays  they  were  no  doubt  occasioned  by  the  War,  and 
thev  mav  be  classed  with  the  adjusted  service  compensation  as  forms 
of  postponed  payment  for  service. 

The  future,  of  course,  can  at  best  be  conjectured.  Some  heh)  can 
be  had  from  the  experience  of  Civil  War  pensions,  but  verv  large 
allowances  must  be  made  for  the  differences  between  the  two  cases. 

®®  Excluded  from  the  award  were:  officers  of  the  rank  of  army  cai)tain  or 
navy  lieutenant  or  higher,  all  commissioned  officers  on  home  service,  and  all 
men  released  from  the  draft. 

Veterans’  Bureau,  Annual  Report,  1929,  p.  30. 

®®  Ibid.,  p.  3-1.  No  increase  in  the  appropriation  was  made  for  1930. 

®®  Based  on  the  Veterans’  Bureau  items  in  the  Treasury  Department’s 
estimate  of  war  costs  to  1927.  Outlays  for  1928  and  years  j)rior  to  1922  from 
Veterans’  Bureau,  Annual  Report,  1929,  j)p.  99-100;  subject  to  omissions 
and  adjustments  indicated  in  the  text.  It  is  especially  true  of  insurance  items 
that  actual  disbursements  by  the  Bureau  and  true  expenses  to  the  Govern- 
ment do  not  agree. 
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These  differences  are  great  enough  to  justify  us  in  expecting  a radi- 
cally different  outcome — otherwise  the  outlook  would  be  decidedly 
disquieting.  Civil  War  casualties,  for  the  north  alone,  were  far 
heavier  than  tlie  American  losses  in  the  World  War;  roughly  twice 
as  many  killed  and  wounded  and  three  times  as  many  deaths  from 
disease.  \ et  the  present  legacy  of  compensated  disability  is  more 
than  twice  the  number  on  the  Civil  War  disability  pension  roll  for 
the  corresponding  jjeriod,  in  numbers  receiving  compensation.  The 
Civil  War  pension  list  grew  from  123,000  in  1875  to  a peak  of 
419,000  in  1891.^®  If  our  present  roll  grows  in  the  same  way,^’^  we 
should  in  1945  be  compensating  875,000  disabled  veterans  and 
spending,  at  present  rates  of  compensation,  some  475  millions  a year 
for  this  alone,  indicating  a total  veterans’  budget  for  that  year  of 
some  three-quarters  of  a billion.  But  the  total  list  of  Civil  War  pen- 
sioners kept  growing  until  1902,  when  it  was  just  short  of  1 mil- 
lion. And  the  money  payments  kept  on  growing  until  1921,  when 
the}"  were  just  short  of  250  millions.  We  were  then  paving  over  twice 
as  much  for  Civil  War  pensions  as  for  death  and  disability  compen- 
sation for  the  World  War.  In  1926  we  were  still  paying  more  in  pen- 
sions for  a war  ended  sixty-one  years  before,  than  for  the  World 
War,  only  eight  years  in  the  past.  (The  comparison  does  not  include 
insurance  or  medical  or  hospital  care  or  vocational  rehabilitation 
with  maintenance,  and  hence  is  not  a fair  one  except  as  indicating 
what  we  may  expect  in  the  future.) 

In  trying  to  make  these  facts  throw  light  on  the  future  veterans’ 
costs,  we  shall  do  well  to  ignore  the  dollar  magnitude  of  the  Civil 
War  ])cnsions  and  focus  attention  on  the  number  of  awards.  The 
earlier  rates  of  ])aymcnt  were  originally  quite  inadequate,  and  there 
were  increases  which  made  them  moi’e  adequate,  and  other  increases 
which  were  called  for  to  neutralize  the  shrinking  dollar.  The  World 
’ar  veterans’  budget  starts  on  a scale  of  adequacy  which  precludes 
the  likcliliood  of  extreme  or  radical  increases  of  basic  rates  in  the  fu- 

Tlie  earlier  figure  is  from  tlic  Statistical  Abstract,  the  later  figure  from 
Devine’s  Carnegie  Endowment  study,  “Disabled  Soldiers  and  Sailors,”  j).  35. 
After  1890  the  “invalid”  rolls  include  nonservice  disabilities,  and  fluctuate 
around  750,000  for  the  next  ten  years,  after  M-hieh  they  again  decline. 

Possibly  the  total  number  of  compensation  awards  is  not  comparable  to 
the  Civil  War  ])ensions,  and  ]icrmancnt  disabilities  might  be  a more  nearly 
comi)arable  figure.  One  fears  that  neither  is  exactly  comparable. 
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ture,  and  it  is  so  organized  that  there  are  certain  decreases  that  can  be 
counted  on.  By  reasoning  without  allowance  for  these  facts  it  is  pos- 
sible to  jjrove,  fallacious!}’,  that  we  shall  be  paying  out  4 billions  a 
year  in  19T5  for  the  World  War  veterans.  Actually,  there  is  room 
to  hojje  that  by  1975  the  burden  will  be  under  100  millions  and  that 
by  1985  it  will  have  virtually  disappeared  if  it  is  so  managed  as  to 
be  limited  to  the  span  of  life  of  the  veterans’  own  generation  and  not 
spi’ead  over  the  succeeding  generation  also,  through  pensions  j)aid 
to  relatively  young  widows  who  have  married  aging  veterans. 

Aside  from  this  question,  uncertaintv  as  to  the  future  number  of 
compensation  cases  centers  on  the  growth  of  the  disability  roll.  And 
this  depends  on  a further  question : to  what  extent  are  the  })resent 
numbers  an  evidence  that  the  World  War  produced  an  aftermath 
of  disability  far  larger  than  did  the  Civil  War,  in  proportion  to  the 
casualty  lists?  And  to  what  extent  are  they  merely  the  result  of  the 
fact  that  we  have  been  prompter  in  recognizing  the  existing  cases 
and  establishing  contact  with  them?  Both  factors  have  been  at  work. 

IMost  of  the  Civil  War  wounds  were  from  bullets,  while  those  of 
the  World  War  were  predominantly  from  high-explosive  shells, 
which  have  more  crippling  effects.  And  almost  exactly  half  of  our 
present  disability  awards  are  for  tuberculosis,  other  respiratory  dis- 
eases, and  neuro-psychiatric  disorders;  all  of  which  are  peculiar  to 
the  modern  warfare  of  trench  and  barrage,  gas,  and  high  ex})losive. 
Also,  modern  medical  science  has  undoubtedly  revealed  many  in- 
juries that  were  not  traceable  to  war  causes  under  earlier  conditions, 
and  the  law’  now  ranks  as  compensable  anv  case,  for  example,  of  tu- 
berculosis shown  to  have  arisen  before  January  1,  1925,  thus  taking 
in  many  cases  which  would  have  been  excluded  from  the  Civ  il  AV  ar 
])ension  lists  until  after  the  Act  of  1890  admitted  disabilities  not  due 
to  service. 

There  can  be  no  question  that  the  World  War  will  leave  behind 
more  disabilities  than  the  Civil  War  in  ])i’o])ortion  to  the  casualtv 
lists.  It  has  already  proved  that.  Its  list  is  alreadv  greater,  in  ])ro- 
portion  to  casualties,  than  reached  by  the  C'ivi  1 War  roll ; it  is  still 
growing  and  has  sixteen  years  still  to  go  before  reaching  the  date 
corresponding  to  the  Civil  War  maximum.  So  far,  from  half  as 
great  a casualty  list,  the  World  War  has  produced  over  twice  the 
recognized  disabilities  the  Civil  War  produced  (for  the  north)  in 
the  corresponding  period  of  time.  Yet  it  is  difficult  to  suppose  that 


198  COSTS  OF  WOULD  WAR  TO  AMERICAN  PEOPLE 


it  really  produced  over  four  times  the  Civil  War  proportion  of  disa- 
bilities to  casualties.  Double  the  proportion  })erhaps ; but  more  is 
hardly  plausible. 

The  probability  is  that  at  least  half  the  discrepancy  is  due  to  the 
fact  that  the  Civil  War  pensioners  were  slower  in  getting  on  the 
rolls,  while  the  Veterans’  Rureau  has  made  systematic  and  sustained 
efforts  to  make  contacts  with  all  the  men  and  acquaint  them  with 
their  rights,  with  the  result  that  there  is  now'  probably  no  very  great 
number  of  eligible  cases  not  in  the  records.  Hence  our  list  wdll  not 
grow'  as  much  as  the  Civil  War  list  did — that  is  fairly  certain — and 
may  reasonably  be  expected  to  grow'  less  than  half  as  much.  In  other 
w'ords,  w'e  may  expect  our  ultimate  disability  list  to  be  no  larger  than 
the  Civil  War  list  and  probably  smaller,  despite  the  fact  that  at 
present  it  is  over  twdee  as  large  as  the  Civil  War  list  at  a correspond- 
ing date.  It  seems  also  jjossible  that  the  maximum,  w'liich  by  Civil 
IV  ar  experience  should  come  in  19I5,  may  be  reached  some  few'  3'ears 
earlier.  The  j^resent  rate  of  grow'th  in  disability  compensation 
aw'ards  fits  in  w'ith  this  conclusion.  It  seems  to  point  to  a maximum 
somew'here  betw'een  the  extreme  limits  of  300,000  and  500,000  cases, 
W'ith  the  probabilities  in  favor  of  325,000  to  350,000.  A check  on 
this  estimate  can  be  found  in  tbe  fact  that  the  larger  part  of  future 
additions  to  the  disability  rolls  must  come  from  j)revious  aw'ards  not 
now'  active,  or  from  rejected  claims  that  may  be  reconsidered.  An 
inspection  of  the  causes  for  termination  and  rejection  leads  to  the 
conclusion  that  only  about  one-fourth  of  the  rejections,  and  a ma- 
jorit}'  of  the  terminations,  are  for  causes  leaving  room  for  future 
reconsideration.  Allow'ing  for  deaths,  one  may  estimate  at  225,000 
to  250,000  the  total  of  claims  out  of  w'hich  future  reinstatements  or 
reconsiderations  must  come.^^  Actually,  a large  ])art  of  this  number 
could  ])robably  be  ruled  out  of  the  realm  of  practical  possibilities  by 
anyone  directly  acquainted  w'ith  the  conditions.  IMany  are  disabili- 
ties ranked  as  less  than  10  ]ier  cent,  w'hich  may  in  future  become 
more  serious,  but  are  not  likely  ever  to  be  as  serious  as  the  average 
case.  I^ncertain  as  these  figures  are,  they  lend  some  sup]iort  to  the 
view'  that  500,000  mav  be  taken  as  the  limit  of  reasonably  possible 
future  increase,  w'ith  the  ])robable  figure  considerably  lower. 

The  reports  do  not  make  it  ]iossible  to  comjnite  exactly  the  numher  of 
terminated  disability  aw'ards  and  disallow'ed  claims  to  date.  The  former 
])rohal)ly  number  180,000,  the  latter  may  numher  100,000  in  all. 
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xVfter  the  maximum  is  definitely  past,  the  natural  death  rate  will 
bring  about  a fairly  steady  decline  and  in  four  more  decades,  or  by 
1985,  active  disability’  awards  should  have  virtually  come  to  an  end. 
If  the  provisions  of  law  are  broadened  to  include  nonservice  disa- 
bilities, that  will  of  course  check  the  decline,  but  will  have  little  effect 
on  the  duration  of  the  whole  burden.  This,  of  course,  is  naturally  a 
matter  on  which  no  predictions  can  be  made. 

Death  benefits  will  be  governed  by  two  sets  of  forces.  There  will  be 
future  deaths  which  will  be  ranked  as  service  connected,  chief!}’  from 
among  those  with  disabilities  already  so  recognized.  And  there  will  be 
changes  among  the  beneficiaries  as  children  grow  up  and  parents 
become  dependent  or  die.  Toward  the  end,  widows  will  remain  as  the 
chief  beneficiaries.  L'ndoubtedlv  many  ]>ast  deaths  not  now  repre- 
sented by  awards  will  furnish  grounds  for  claims  in  the  future  as 
parents  become  dependent  with  advancing  age.  Awards  for  future 
deaths  may  or  may  not  be  numerous,  depending  on  the  standards 
used  in  determining  whether  war  service  was  a contributing  cause, 
but  the  average  future  death  will  involve  far  more  dependents  than 
the  average  so  far,  as  the  unmarried  youths  of  1918  have  now  ac- 
quired families. 

The  Civil  War  figures  seem  to  indicate  that  the  awards  for  actual, 
war-caused  deaths  will  not  increase  as  much  as  the  roll  of  disability. 
The  long-sustained  size  of  the  Civil  War  death-pension  roll  is  due  to 
something  quite  different : namelv,  the  granting  of  the  service  pen- 
sion, part  of  which  continues  to  the  surviving  widow.  The  result  is  a 
large  volume  of  pensions  to  widows  much  younger  than  their  hus- 
bands. And  there  is  no  good  reason  for  copying  this  feature  of  the 
Civil  War  pension  policy. 

One  thing  has  already  been  done  which  must  tend  to  reduce  the  in- 
centive for  a woman  to  marry  an  aging  veteran  for  the  sake  of  his 
pension : the  service  pension  has  been  replaced  by  endowment  insur- 
ance policies.  If  the  widow’s  right  to  comj)ensation  continues  to  be 
limited  to  deaths  in  which  the  War  was  a contributing  factor,  there 
should  be  little  question  of  marrying  for  the  sake  of  jiensions.  If 
further  safeguards  were  needed,  the  widow’s  ])ension  right  could  be 
made  to  terminate  at  the  time  her  husband,  if  he  had  lived,  would 
have  been  seventy-five  or  possibly  eighty  years  old  and  therefore 
past  contributing  to  her  sup|)ort  out  of  his  earnings.  If  such  a right 
wei’e  granted  to  a comparatively  young  widow,  it  would  often  be 
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more  useful  if  actual  pa3"ment  were  deferred  and  the  amounts 
allowed  to  accumulate  at  interest  toward  an  annuity’  in  those  later 
3'ears  when  it  would  in  all  jirobabilitj'  be  more  needed.  Such  a 
limited  pension  right  would  cover  all  loss  suffered  by  reason  of 
death,  and  still  set  a definite  time  limit  on  the  fiscal  burden. 

Can  we  now  j^roceed  to  predict  the  amount  of  this  future  war  out- 
la}".^  Not  with  an}^  approach  to  exactness,  of  course,  and  onl}^  on  the 
assumption  of  present  laws  and  policies.  On  this  basis,  however, 
something  may  be  forecast  as  to  the  time  when  the  outlay  will  be 
likely  to  reach  its  maximum,  the  amount  of  this  maximum,  the  sliape 
of  the  curve  of  decline  from  this  maximum,  and  the  time  when  the 
burden  will  come  to  an  end.  This  forecast  is  embodied  in  the  accom- 
})anying  three  charts.  Chart  XII  traces  the  growth  of  the  number  of 
Civil  War  disability  pensions  and  superimposes  on  it  the  World  War 
disability  awards  for  aj^proximately  corresponding  dates,  1919  be- 
ing taken  as  equivalent  to  1865.  From  1928  three  lines  are  projected 
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forward,  representing  a conservative  estimate,  a moderate  estimate, 
and  a maximum  estimate  of  possible  future  growth.  As  there  is  prob- 
ably no  one  figure  in  the  World  War  experience  that  exactlv  corre- 
sponds to  the  Civil  War  pension  list,  permanent  disabilities  deserve 
separate  mention.  They  started  far  below  the  Civil  War  line,  and 
have  risen  well  above  it.  The  chart  also  includes  an  estimate  of  the 
additional  number  entitled  to  compensation  but  who  received  for  a 
time  vocational  rehabilitation,  with  maintenance,  instead. 

Chart  XIII  shows  the  continuing  war  outlays  for  care  of  vet- 
erans, analyzed  into  five  main  divisions.  The  outlay  for  compensa- 
tion is  then  projected  forward  on  a curve  based  on  the  “moderate” 
curve  of  ])robable  growth  of  disability,  it  being  assumed  that  death 
awards  will  follow  the  same  type  of  curve  as  disability.  This  seems  a 
fair  assumption.  Outlays  for  hospital  and  medical  care,  and  for 
salaries  and  expenses,  are  roughly  estimated,  being  of  secondary 
amount.  Outlays  on  account  of  military  and  naval  insurance,  and 
adjusted  service  compensation,  have  their  future  course  determined 
by  existing  contractual  rights  and  laws,  and  must  sul)stantiall_v  come 
to  an  end  by  1946.  The  war  insurance  is  mainlv  in  the  form  of 
twentv-vear  annuities,  while  the  adjusted  service  compensation  is 
mainly  provided  for  by  contributions  to  a fund  which  must  be  com- 
plete in  1946.  The  chart  serves  to  present  to  the  eye  the  way  in  which 
these  outlays  are  scheduled  to  pass  out  of  the  national  budget.  It  is, 
of  course,  possible  that  the  termination  of  the  twenty-year  war  life- 
insurance  annuities  will  give  rise  to  a demand  for  more  liberal  death 
compensation.  If  this  should  take  place,  it  could  not  by  itself  involve 
a very  heavy  increase  of  the  total  expenditures  so  long  as  it  was  con- 
fined to  war-caused  deaths. 

The  total  ex]:>enditure  represented  by  this  “moderate”  curve  is 
approximately  20  billions,  while  the  curve  representing  the  maxi- 
mum limits  of  future  growth  indicates  a total  expenditure  of  some- 
thing like  25  billions.  If  there  were  no  que.stion  of  new  legislation 
and  enlarged  rights,  20  billions  would  seem  a fair  estimate.  In  view 
of  the  moral  certainty  that  there  will  be  enlargements  of  rights  in 
the  future,  it  is  morally  certain  that  more  will  l)e  spent.  There  will 
also  be  expenses  not  strictly  chargeable  to  taking  care  of  war  in- 
juries, such  as  costs  incident  to  the  post-war  insurance  into  which 
the  veterans  have  been  encouraged  to  convert  their  war  insurance 
policies,  or  medical  and  hospital  care  for  nonwar  injuries.  Some  of 
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these,  at  least,  are  excluded  from  the  estimate  of  war  costs  in  the 
\'eterans’  Bureau  budget  presented  by  the  Secretary  of  the  Treas- 
ury in  his  official  estimate  of  the  money  cost  of  the  War,  which  has 
formed  the  basis  of  the  figures  given  in  Chart  XIII.  There  are  also 
some  veterans’  activities  not  yet  centralized  in  the  Veterans’  Bureau 
up  to  1929.  Taking  all  these  things  into  account,  20  billions  is  al- 
most certainly  a low  estimate. 

It  is  an  interesting  coincidence  that  this  estimate  coincides  so 
closely  with  the  gross  sum  of  payments  due  to  the  United  States 
from  foreign  countries  under  the  war  debt  settlements.  In  Chart 
XIV  these  two  series  of  fiscal  sums  are  presented,  using  the  “con- 
servative” estimate  of  veterans’  outlays.  Up  to  1946  the  veterans’ 
budget  is  far  the  greater ; after  that  year  it  stands  a verv  good 
chance  of  being  the  smaller,  though  our  maximum  estimate  remains 
higher  for  some  fourteen  years  after  that  date.  And  the  debt  settle- 
ments reach  their  highest  levels  during  the  decades  when  the  veterans’ 
budget  should  be  dwindling  to  nothing.  Whether  the  veterans’  budget 
is  smaller  or  larger  as  a gross  sum,  as  a discounted  future  expectation 
it  is  larger  on  an}’^  rational  basis  of  estimate.  From  the  standpoint  of 
the  fiscal  costs  of  the  War  to  the  Government,  perhaps  the  best  treat- 
ment of  these  two  sums  stretching  away  into  the  uncertain  future  is 
to  offset  them  against  each  other,  though  one  cannot  but  feel  that 
the  international  payments  are  a far  more  uncertain  quantity  than 
the  minimum  estimate  of  veterans’  expenses.  Thev  represent  really  a 
maximum.  The  actual  payments  may  fall  short  of  this,  but  cannot 
exceed  it. 

Tins  enormous  sum  is  about  equal  to  the  whole  gross  fiscal  cost  of 
the  War  to  the  armistice  with  the  original  principal  of  the  foreign 
loans  included  and  no  deduction  for  realizable  assets  remaining.  It  is 
almost  as  large  as  the  net  cost  of  the  War  to  a year  and  a half  after 
the  armistice,  after  deducting  for  foreign  claims  and  other  realizable 
assets. 

This,  however,  is  all  in  the  realm  of  money  outlays  by  government. 
It  remains  to  be  seen  whether  this  monev  outlay  is  a fair  measure  of 
the  underlying  burden  to  the  national  economv.  Has  the  Govern- 
ment adequately  comj)ensated  the  disabled  and  de])cndent.^  Has  it 
])erha])s  overcompensated  them?  Ought  it  to  try  to  make  its  total  of 
compensations  exactly  equal  the  economic  losses  suffered  by  the 
beneficiaries,  or  is  this  an  inap])licable  standard? 


CIIAPTEll  XIV 


DEATH  AND  DISABILITY:  FINANCIAL  COSTS 
VS.  ECONOMIC  BURDENS 

The  inoiie}’  s])ent  by  the  government  on  account  of  war  deaths  and 
disabilities  is,  of  course,  not  the  ultimate  cost  of  death  and  disability 
to  the  nation ; it  is  merel}’  the  recompense  paid  on  account  of  it,  and 
the  fiscal  cost  of  the  services  incidental  to  that  recompense.  The  rec- 
ompense, considered  by  itself,  is  a transfer  of  funds  from  tax[)ayers 
to  veterans  and  their  dependents,  in  which  the  net  cost  to  the  nation 
is  the  cost  of  collecting  the  taxes  and  administering  the  transfer.  The 
basic  objective  fact  in  the  underh'ing  economic  cost  is  a loss  of  pro- 
ductive power  resulting  in  a loss  of  economic  income.  IMore  impor- 
tant, though  not  exactly  measurable,  is  the  effect  of  this  loss  of 
objective  income  on  those  who  suffer  it.  The  administering  of  com- 
pensation necessarily  involves  a moderate  increase  in  the  objective 
cost  to  the  nation,  for  the  sake  of  a large  reduction  in  the  severity  of 
the  human  incidence.  Thus  it  is  worth  doing,  apart  from  any  ques- 
tion of  justice  to  veterans  and  their  dependents. 

Whether  the  recompense  is  large  or  small  does  not  affect  the  na- 
ture of  the  original  loss,  though  it  affects  the  weight  of  its  incidence 
and  its  after-effects.  IMiserly  compensation  means  that  most  of  the 
loss  is  left  on  the  shoulders  of  those  least  able  to  bear  it,  and  only  a 
small  part  taken  up  by  the  rest  of  the  communitv.  This  makes  the 
burden  bear  heavier  than  it  need  to.  Lavish  overcompensation  means 
that  government  acts  as  an  agency  to  collect  funds  from  the  tax- 
payer and  enrich  the  beneficiary.  And  this,  aside  from  being  unde- 
sirable in  itself,  may  add  a further  source  of  loss  in  the  idleness  to 
which  it  may  tempt  the  beneficiaries  in  the  future.  In  this  case  the 
nation’s  main  loss  will  be  the  idleness,  not  the  subsidies  that  caused  it. 

Com])ensation  should,  then,  bear  some  a])proximate  relation  to  the 
economic  loss  suffered  by  those  who  are  still  here  to  receive  conq)en- 
sation.  But  compensation  does  not  aim  to  pay  to  each  individual 
widow  the  exact  amount  she  has  lost  bv  the  death  of  her  individual 
husband,  who  may  have  been  destined,  had  he  lived,  to  make  millions 
or  to  end  in  the  ])oorhouse;  who  might  have  had  one  year  or  sixty 
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years  ol  life  ahead  of  him  if  the  war  had  passed  him  by.  Compensa- 
tion is  justifiably  based  on  need  rather  than  on  individual  losses. 
This  being  the  case,  there  is  no  very  cogent  reason  why  the  total 
amount  of  compensation  should  exactly  equal  the  total  sum  of  eco- 
nomic losses  suffered  by  the  beneficiaries. 

Compensation  based  on  need  naturally  follows  a scale  somewhat 
below  the  average  income  which  the  men  might  normally  have  been 
expected  to  earn ; otherwise  great  numbers  of  the  beneficiaries  would 
be  actually  better  off,  economically,  on  account  of  their  losses.  On 
the  other  hand,  compensation  lasts  during  the  whole  life  of  the  bene- 
ficiary, while  the  income  it  replaces  would  in  many  cases  cease 
sooner.  Of  the  disabled,  many  would  have  ceased  to  earn  income  be- 
fore their  deaths  if  there  had  been  no  war.  The  system  of  compensa- 
tion virtually  insures  the  beneficiary  against  these  contingencies,  and 
this  would  make  up  for  a compensation  scale  based  on  something  de- 
cidedly, less  than  average  annual  earnings. 

lienehts  received  from  vocational  rehabilitation  are  over  and 
above  standard  compensation,  and  the  man  who  succeeds  in  improv- 
ing his  earning  power  suffers  no  reduction  in  his  compensation  scale. 
Thus  if  compensation  alone  were  enough  to  make  up  for  normal  loss 
of  income,  compensation  plus  benefits  from  vocational  rehabilitation 
would  be  more — or  actual  loss  of  income  less.  And  there  is  no  reason 
why  total  compensation  and  total  loss  of  income  should  be  exactly 
equal  after  allowing  for  the  benefits  of  rehabilitation.  This  would  be 
an  injustice  to  the  man  whose  injury  did  not  permit  of  improvement 
tlirougli  vocational  training. 

Another  reason  for  a discrepancy  is  this.  The  death  loss  caused  by 
tlie  war  is  the  net  excess  of  war  deaths  above  the  normal  mortality 
which  would  have  occurred  in  any  case.  And  the  same  applies  to  disa- 
bilities. Actually,  tliese  normal  deaths  and  disabilities  cannot  for  the 
most  ])art  bo  segregated,  and  com]iensation  is  necessarily  based  on 
tlie  iiross  total  of  war  deaths  and  disabilities  without  deduction  for 
normal  mortality  or  disability  rates.  It  includes,  tlierefore,  a form  of 
free  insurance  against  tlie  normal  probability  of  death  during  the 
term  of  service.  The  same  principle  a]>plies  to  post-war  deaths  and 
disabilities  from  causes  connected  witli  war  service.  A certain  per- 
centa.(TO  of  these  cases  would  have  died  or  been  disabled  if  there  had 
been  no  war;  but  there  would  be  no  justice  in  singling  out  these  cases 
and  refusing  tliem  compensation ; and  in  any  case  there  is  no  way  of 
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doing  it.  It  is  probably  better  to  pay  compensation  in  two  cases  for 
whicli  the  war  is  not  statistically  res])onsible,  rather  than  refuse  it 
in  one  case  of  which  the  war  was  the  real  cause. 

The  principle  can  be  illustrated  by  an  exaggerated  example.  Sup- 
pose that  every  veteran’s  life  were  shortened  one  }-ear  by  injuries  or 
ex])osure.  Then  every  veteran’s  death  would  be  due  to  the  ^Var  in 
some  degree  which  it  would  be  impossible  to  determine,  and  all  in 
equal  degree,  so  that  if  any  were  conq)ensated,  all  should  be.  And 
there  would  be  no  wa}'  to  determine  except  by  difficult  or  doubtful 
actuarial  reasoning,  some  time  later,  that  these  deaths  represented, 
on  the  average,  only  one  year’s  shortening  of  life;  while  even  this 
would  prove  nothing  of  individual  cases.  To  compensate  eacli  case 
for  one  year’s  loss  of  life  only  would  be  an  absurdity;  and  anv 
scheme  of  compensation  would  be  bound,  if  it  cared  for  dependents 
at  all,  to  care  for  them  during  dependency.  And  the  amount  of  the 
compensation  could  hardly  bear  an}'  relation  to  the  actual  loss  suf- 
fered by  reason  of  premature  death. 

The  problem  is  a real  one,  for  many  veterans  are  dying  of  causes 
with  which  the  War  had  something  to  do : in  fact,  a large  part  of  the 
deaths  among  the  disabled  since  the  close  of  the  War  are  true  war 
casualties.  For  purposes  of  social  statistics,  the  best  measure  of  the 
number  of  war-caused  deaths  would  be  the  number  of  deaths  in  ex- 
cess of  the  normal  mortality  for  the  age-group  in  question,  with 
whatever  allowance  can  be  made  for  the  fact  that  the  grou]j  was 
originally  above  the  average  in  health.  But  such  an  estimate  would, 
of  course,  be  of  no  use  in  determining  which  particular  deaths  should 
be  regarded  as  war  casualties  for  purposes  of  compensating  the  sur- 
viving de])endents.  For  this  purpose  a quite  different  method  must 
be  followed,  and  if  the  results  of  the  two  methods  agreed  at  all 
closely,  it  would  be  a coincidence.  To  sum  up,  proper  coni])ensation 
has  some  relation  to  the  social  burdens  of  death  and  disability,  but 
there  is  no  reason  why  the  two  should  be  equal. 

It  goes  without  saying  that  compensation  cannot  square  the  whole 
account,  since  it  cannot  reach  those  who  have  given  their  lives.  A 
little  reflection  will  show  that  attempts  at  quantitative  estimates  of 
the  underlying  loss  to  the  community  are  subject  to  the  same  limita- 
tion. They  can  find  no  economic  equivalent  for  the  worth  of  a man’s 
life  to  that  man  himself — none  that  will  stand  rational  scrutiny.  The 
very  attempt  smacks  of  a sort  of  solemn  statistical  levity.  So  also 
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with  the  sufferings  of  the  crijjpled  or  of  the  victims  of  psychopathic 
disorders : these  as  direct  human  costs,  in  and  of  themselves,  are  be- 
yond the  reach  of  measurement.  They  are  simply  and  literally  incal- 
culable. 

We  cannot,  for  examjile,  take  a jjerson’s  private  consumption  as 
the  measure  of  what  that  person  has  lost  by  his  own  death;  nor  of 
what  the  world  has  lost.  For  with  the  consumption  vanished  also  the 
necessities  it  served.  The  same  holds  true  of  what  is  gained  or  lost  by 
a person’s  being  born  or  not  being  born : his  personal  consumption  is 
not  the  measure  of  any  value  we  can  recognize  as  significant.  Did  the 
life  that  is  lost  represent  a surplus  of  pleasure  over  pain,  or  will  the 
life  that  is  to  come  represent  such  a surj)lus.^  No  one  can  say.  If  we 
could  find  the  surplus  above  the  “necessities  of  life”— that  arbitrary 
and  varying  quantity — we  should  still  not  have  captured  the  “psy- 
chic surplus,”  or  deficit. 

It  is  proverbial  that  “all  that  a man  has  he  will  give  for  his  life,” 
and  we  might  take  the  surplus  of  income  above  bare  necessities — if 
these  can  be  measured — as  reju’esenting  all  that  a man  has  to  give  in 
such  a hypothetical  bargain.  This  of  course  only  applies  to  persons 
already  born.  There  are  cases  where  a somewhat  similar  choice  is  ex- 
ercised on  behalf  of  an  unborn  infant — by  ]:>otential  parents  in  cases 
of  birth  control.  But  here  the  minimum  standard  is  commonly  set 
well  above  the  bare  necessities  of  life.  And  in  estimating  the  surplus 
of  income  above  necessities  care  must  be  taken  to  deduct  the  claims  of 
all  future  de]:>endents,  including  unborn  children,  as  well  as  those  of 
dejiendents  now  in  existence.  The  result,  in  the  average  case,  would 
be  so  small  that  to  take  it  as  measuring  the  worth  of  a man’s  life  to 
the  man  himself  would  be  rather  an  impertinence  than  a useful  eco- 
nomic index.  It  seems  far  better  frankly  to  leave  this  quantity  out  of 
accoimt. 

There  is  one  sense  in  which  the  surplus  of  a person’s  normal  con- 
sumption above  his  necessities  might  have  a value  to  the  nation  as  a 
whole.  It  might  be  taken  as  a very  imperfect  index  of  the  net  eco- 
nomic ])ower  available  for  national  ])urposes  in  case  of  some  future 
emergencv,  such  as  war.  Strictly  speaking,  the  important  quantity 
would  be,  not  ]ieace-time  income,  but  the  product  that  could  be  got- 
ten out  of  tbe  individual  under  war  conditions,  and  this,  as  we  have 
seen,  is  not  the  same  thing.  And  “necessities”  would  mean,  not  any 
])hysical  minimum,  but  the  amount  which  it  is  nationally  expedient 


DEATH  AND  DISABILITY 


209 


or  necessary  to  leave  the  individual  for  his  own  consumption  in  such 
a national  emergenc}'.  A valuation  on  this  principle  would  be  de- 
pendent on  a number  of  uncertain  future  contingencies,  aiul  its  dol- 
lar value,  if  appropriately  discounted,  would  be  very  small ; while  its 
national  importance,  if  the  contingency  occurred,  would  be  large 
out  of  all  proportion  to  the  ordinary  peace-time  value  of  the  dollars 
in  which  it  must  needs  be  measured.  Hence  it  is  best  simply  to  recog- 
nize its  existence,  without  attempting  to  measure  it  and  adtl  it  to  a 
value  in  dollars  that  represent  ordinary  peace-time  consum})tion. 

For  a nation  with  vulnerable  land  frontiers  exposed  to  imminent 
danger  of  attack  by  other  powers  of  ecpial  or  greater  strength  and 
resources,  this  element  of  aggregate  net  economic  power  available  in 
national  emergencies  is  of  vital  importance,  even  if  this  importance 
cannot  be  accurately  measured  in  dollars.  For  a country  situated  as 
is  the  United  States,  it  is  undoubtedly  outweighed  by  other  social 
considerations.  For  us,  the  level  of  per  capita  well-being  is  properly 
paramount  over  considerations  of  aggregate  economic  power  for 
war. 

A large  population  may  in  and  of  itself  have  some  value;  but  this 
is  a matter  that  appears  differently  to  different  ])ersons.  To  some, 
membership  in  a more  populous  nation  is  a source  of  direct  gratifica- 
tion ; while  to  others,  preoccupied  with  evils  of  congestion  and  diffi- 
culties of  mass  self-government,  increasing  densitv  of  population  be- 
yond the  present  level  is  rather  a source  of  concern.  Our  inquirv 
must  be  limited  to  a more  specific  problem. 

lias  the  nation,  since  the  War — and  this  means  ultimately  the  in- 
dividuals who  have  composed  it  since  the  War — been  richer  or 
poorer  by  the  loss  of  life  and  health  due  to  the  War,  and  how  much? 
The  answer  to  this  question  will  not  tell  us  how  much  we  ought  to  be 
willing  to  pay  to  save  life  or  to  avert  injury;  but  it  will  tell  us  how 
much  we  can  afford  to  pay  without  being  economically  poorer  as  a 
result.  It  simply  recognizes  the  fact  that  the  value  of  life  and  health 
in  themselves,  to  the  person  living  that  life  or  ])ossessing  that  health, 
is  a problem  too  deep  for  the  ]nirely  economic  level  of  inquiry.  And  it 
falls  back  on  the  changes  which  particular  kinds  of  losses  of  life  and 
health  bring  to  pass  in  the  economic  status  of  surviving  persons. 
These  are  tangible  and  measurable  quantities,  granted  the  necessary 
data.  They  concern  persons  who  are  in  the  world  in  any  case,  and  no 
question  is  raised  or  need  be  raised  whether  their  lives  represent  net 
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sur})lus  or  net  deficit.  The  death  of  a soldier  deprives  them  of  a 
father,  a husband,  a son  to  sup])ort  their  old  age;  and  this  makes 
their  economic  status  that  much  worse  than  it  would  otherwise  have 
been.  This  deterioration  of  economic  status  is  a fact  which  can  be 
estimated  without  involving  us  in  insoluble  problems  of  the  standard 
of  national  well-being  or  whether  life  as  it  is  represents  a state  of 
surplus  or  of  deficit  in  an  absolute  sense.  It  is  for  that  reason  and  not 
from  hardness  of  heart  that  we  shall  view  the  cost  of  death  from  the 
standpoint  of  the  survivors : those  who  are  here  to  experience 
changes  in  economic  well-being  which  do  not  carry  life  or  death  with 
them : those  who  are  here  to  be  recompensed  if  they  have  suffered 
losses. 

There  are  two  questions  that  face  us  when  we  probe  beneath  the 
money  ex])enses  of  the  Government.  One  concerns  the  specific  loss 
suffered  by  the  disabled  or  the  dependents  of  the  dead.  How  great  is 
this  loss,  and  is  the  comjjensation  reasonably  commensurate.^  This  is 
a relatively  definite  matter  of  earnings,  and  of  the  portion  thereof 
which  has  been  lost  by  these  suryiyors.  Another  question  is : how 
much  poorer  is  the  nation  as  a whole  by  reason  of  these  losses?  This 
is  at  bottom  a matter  of  wealth  produced  and  consumed  by  the  whole 
economic  system.  In  this  study  we  shall  take  the  personal  earnings  of 
the  men  as  furnishing,  with  some  minor  adjustments,  the  key  to  the 
answer  to  both  questions : as  the  gauge  of  their  contribution  to  the 
national  diyidend  as  well  as  to  the  upkeep  of  themselyes  and  their 
families. 

This  requires  some  defending,  in  yiew  of  the  many  persons  and 
groujis  who  haye  some  interest  or  other  of  an  economic  sort  in  the 
ayerage  life.  A man  has  a yalue  to  his  enqiloyer,  to  the  State  as  a citi- 
zen and  tax])ayer,  to  any  organizations  he  may  help  su])port ; pos- 
sibly eyen  to  the  consumers  of  the  goods  he  produces.  On  the  other 
hand,  to  those  who  are  his  competitors  in  the  markets  his  room  may 
bo  better  than  his  conqiany,  from  the  ]nirely  economic  standpoint. 
IMorcoyer,  the  other  yaluos  mentioned  are  not  all  positive.  The  aver- 
age citizen  is  not  oidy  a source  of  revenue  to  the  government  but  an 
occasion  of  ex])enditures  as  well.  And  while  some  contribute  to  char- 
itable and  other  organizations,  that  is  ]u-ocisely  because  others  need 
relief,  and  these  others  are  sources  of  ex])ense.  The  value  of  the  citi- 
zen to  such  organizations  dc])cnds  on  which  kind  he  is : the  nonexist- 
ent “average  ])erson”  may  bring  neither  gain  nor  loss.  Balancing 
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these  positive  and  negative  quantities  against  each  other,  tlie  result- 
ant will  de})end  on  the  question  whether  a larger  or  smaller  increase 
in  population  means  increasing  or  decreasing  efficiency  and  economy 
in  the  actual  economic  work  performed  by  industry  and  government. 
Does  the  individual  contribute  to  the  “national  dividend”  more  or 
less  than  is  taken  out  by  reason  of  his  presence?  This  last,  as  we  shall 
see,  is  not  quite  the  same  as  the  amount  he  takes  out  for  his  own  per- 
sonal consumption. 

The  per  capita  product  of  industry  is  greater  than  the  wages 
paid,  and  out  of  the  excess  come  the  })rofits  of  the  em})loyer  and  the 
returns  to  capital.  Does  the  loss  of  a worker,  then,  mean  a loss  of  his 
per  capita  share  of  the  gross  product  and  not  merely  of  his  wages? 
This  might  be  the  case  if  the  loss  of  life  were  so  great  that  the  })o])u- 
lation  was  materially  reduced,  and  the  result  was  idle  ])lants  and  idle 
machines.  Even  so,  this  effect  would  only  last  until  population,  in  its 
resumed  growth,  caught  up  with  productive  equij)ment  and  capital 
adjusted  itself  to  the  modified  conditions.  And  even  in  the  interim,  a 
more  probable  effect  would  bo  that  manv  persons  would  enter  indus- 
trv  who  would  otherwise  have  remained  in  the  home,  and  the  cost 
would  take  the  form  mainlv  of  the  sacrifices  of  their  industrial  labor 
rather  than  of  a loss  of  gross  product.  Wages  might  be  taken  as  a 
measure  of  these  sacrifices. 

On  the  other  hand,  the  actual  condition  of  emplovment  in  our 
})ost-war  economv  suggests  that  more  workers  might  merclv  have 
added  to  the  numbers  of  unem])loyed  without  increasing  ]>roduct  to 
any  material  extent.  This,  however,  is  extremely  doubtful  even  as  a 
short-run  effect,  and  certainly  does  not  represent  the  long-run  ad- 
justment. 

What  has  actually  happened  has  been  a continued  growth  of 
population  on  which  the  losses  of  the  AVar  made  little  or  no  inq>res- 
sion.  And  if  the  numl)ers  engaged  in  manufacturing  industry  have 
during  a large  part  of  the  post-war  ])eriod  shown  an  actual  decline, 
this  has  been  due  to  other  causes  than  war  casualties.  There  has  l)een 
a substitution  of  capital  for  labor,  in  the  form  of  increasinglv  elabo- 
rate and  automatic  mechanical  equipment,  and  the  nature  of  this 
substitution  furnishes  the  key  to  the  ])roductive  worth  of  laborers. 
In  such  substitutions  as  these,  both  labor  and  capital  work  under 
“diminisliing  returns”;  and  this  fact  distinguishes  these  substitu- 
tions from  the  more  immediate  effects  of  addinij  or  subtractiiiff  la- 
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borers  in  a plant  already  fixed  and  adapted  to  definite  methods  of 
production  and  with  a definite  productive  capacity.  The  employer 
tends  to  use  the  method  which  is  cheaper  for  the  work  in  hand,  sub- 
stituting cai)ital  for  labor  if  it  will  do  the  work  at  a lower  cost  than 
the  laborers’  wages.  And  where  this  process  works  under  the  most 
favorable  competitive  conditions,  there  tends  to  he  a close  corre- 
spondence between  the  additional  or  “marginal”  product  of  addi- 
tional labor  and  its  wages,  or  between  the  “marginal”  product  of 
ca2)ital  and  its  cost  to  the  employer.  Lender  liyjiothetical  conditions 
of  perfect  fluidity,  the  wages  and  the  marginal  product  would  he 
equal. 

xVctually,  the  effect  of  the  loss  of  some  laborers  at  any  particular 
])oint  in  industry  might  well  he  simply  the  hiring  of  others  to  take 
their  places,  if  their  jobs  did  not  happen  to  he  among  those  where  a 
further  substitution  of  capital  for  labor  is  hanging  in  the  balance, 
waiting  for  some  push  from  the  forces  of  demand  and  supply  to  de- 
cide the  issue.  But  the  effects  do  not  end  here.  This  substituting  of 
labor  for  labor,  if  it  takes  place  to  a material  extent,  is  not  likely  to 
mean  merely  a permanent  reduction  of  the  number  of  unemployed, 
hut  rather  less  labor  working  somewhere  else  in  the  system.  And  the 
place  where  the  labor  can  he  best  spared  will  he  the  place  where  capi- 
tal can  most  easily  he  substituted.  This  in  turn  draws  capital  which 
might  otherwise  have  been  eni])loyed  in  still  a different  j)lace  in  the 
economic  system,  where  it  would  have  been  worth  its  cost,  which  in 
turn  tends  to  a])proximate  the  wages  of  the  labor  it  was  called  on  to 
replace.  Witli  all  the  uncertainties  of  this  process  of  shifting  and  in- 
cidence, the  most  workable  assunq^tion  is  that  the  loss  to  industry  as 
a whole  from  the  loss  of  a worker  is  measured  by  his  wages.  In  short, 
the  ])rinci])le  of  “marginal  ])roductivity”  has  sufficient  ap|)lication 
to  this  situation  to  justify  us  in  taking  wages  as  the  best  available 
measure  of  the  loss  to  industry  from  the  death  of  possibly  170,000 
workers. 

One  factor  of  which  this  docs  not  take  account  is  the  fact  that  a 
mcml)er  of  an  established  working  force,  if  he  has  really  found  his 
]dacc  there,  has  a peculiar  value  and  cannot  he  exactly  replaced  by 
the  first  worker  whom  the  hiring  machinery  may  he  able  to  jiick  up 
in  the  market,  d’o  this  extent  the  worker  does  have  a value  to  his  em- 
])loyer  and  to  industry  beyond  his  wages.  The  loss  due  to  this  dis- 
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ruption  of  a going  force  is  of  the  general  sort  recognized  bv  em- 
ployers as  the  “cost  of  labor  turnover.”  For  most  workers  it  is  not 
laree,  and  a few  hundred  dollars  would  undoubtedly  coyer  it  eyen  in 
types  of  work  Avhere  it  is  well  aboye  the  ayerage.  Of  course,  the 
workers  who  bulk  largest  in  the  ordinary  turnover  of  hiring,  firing, 
and  leaving  are  precisely  those  rolling  stones  who  baye  least  special 
yalue  to  an  employer.  And  yiolent  death  does  not  select  these  types. 
But  this  whole  matter  is  discounted  by  the  fact  that  the  men  who 
went  to  war  left  their  places  when  they  entered  the  service,  and  these 
places  had  to  be  filled  somehow,  with  the  result  that  the  reabsorption 
of  the  service  men  involved  further  problems  of  turnover.  If  one  did 
not  come  back,  the  problem  of  turnover  was  more  likely  to  be  made 
easier  than  harder.  Therefore  it  seems  justifiable  to  ignore  this  spe- 
cial value  of  a worker  to  his  employer  when  considering  the  economic 
loss  from  service  deaths.  A larger  problem,  quantitatively,  is  that  of 
finding  places  for  partially  disabled  men,  and  here  em})loyers  may 
have  borne  a considerable  burden,  whose  amount  can  only  be  con- 
jectured. 

If  the  average  worker  or  citizen  has  a value  to  others  besides  his 
employer  or  his  industr}",  it  must  be  that  his  presence  contributes  in 
some  way  to  greater  efficiency  in  the  actual  work  of  the  country.  In 
other  words,  the  work  of  the  country  must  be  in  a stage  of  increasing 
efficiency  with  increased  scale  of  operations.  Sometimes  it  is  possible 
to  judge  quite  confidently  whether  a country  is  in  a stage  of  increas- 
ing or  decreasing  efficiency  in  relation  to  total  population.  Few 
would  probably  question  that  China  today,  by  this  standard,  is  over- 
populated,  or  that  the  United  States  before  1850  was  underpoj)u- 
lated.  But  as  to  which  class  we  belong  in  at  present,  a confident 
answer  is  not  so  easy. 

Extractive  industries  are  undoubtedly  handica])ped  as  agricul- 
ture is  forced  on  to  irrigated  land,  or  the  best  and  most  accessible 
forests  and  coal  deposits  are  used  up.  But  “mass  ])roduction”  in 
manufacture  and  transport  is  still  probably  a source  of  economy: 
one  of  the  reasons  wh}'  we  are  a wealthy  nation.  Which  element  is 
more  important  one  can  only  conjecture;  and  therefore  it  is  not  safe 
to  assume  that  the  life  of  an  average  worker  has  anv  im])ortant  in- 
direct value,  positive  or  negative,  to  industry  as  a whole. 

The  value  of  the  citizen  to  the  State  as  a taxpayer  proves  on 
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analysis  to  be  simj)lj  a special  case  of  this  general  principle.  If  the 
citizen’s  ])resence  makes  the  national  econoni}’  more  efficient,  then 
the  State  can  take  more  in  taxes  with  less  sacrifice  to  the  mass  of  tax- 
payers. Ur  if  the  business  of  government  itself  is  a case  of  “decreas- 
ing costs”  with  larger-scale  jJi'oduction,  so  that  it  is  chea])er  per 
capita  to  govern  many  people  than  few,  then  the  presence  of  added 
citizens  means  that  equall}'  effective  government  can  be  furnished 
with  lower  taxes.  As  the  whole  national  economy  properly  includes 
the  work  of  government  as  one  of  its  parts,  this  (question  is  an  inte- 
gral })art  of  the  larger  one  already  touched  on. 

So  far  as  government  itself  is  concerned,  all  the  evidence  goes  to 
show  that  any  economies  that  may  result  from  large-scale  operation 
(and  there  are  many)  are  outweighed  by  the  added  duties  imposed 
by  the  more  complex  relationshi])s  of  a denser  and  more  concen- 
trated population.  Government  itself  does  not  seem  to  be  a business 
of  decreasing  costs ; hence  the  average  citizen  taxpayer  may  be  said 
to  add  about  as  much  to  the  costs  of  government  as  he  contributes 
toward  defraying  them,  d'o  sum  up,  a worker’s  personal  earnings 
seem  a fair  gauge  of  his  contribution  to  the  national  economy. 

And  that  part  of  his  earnings  which  would  have  gone  to  his  sur- 
viving de})endents  is  a fair  index  of  the  economic  loss  suff  ered  by  the 
community — the  degree  to  which  this  (present)  communit}’  is 
poorer  by  the  worker’s  death.  Of  course  it  follows  that  those  who 
take  rather  than  give — who  consume  without  ])roducing — have,  so 
long  as  they  do  so,  a negative  economic  value.  Aged  nonproducers 
are  in  this  class  and  so  are  de})endent  children,  though  only  tem- 
])orarily. 

(’hildren  who  will  be  ])roducers  have  a future  value,  hut  it  is  a 
value  mainly  to  dependents  who  are  potential  rather  than  actual. 
d'he  child’s  life  has  value  to  his  ])otential  children.  Rut  if  he  dies  in 
childhood  they  cannot  be  said  to  lose  anything  measurable.  They 
simi)lv  lose  the  chance  to  be  born  into  a disturbed  and  disturbing 
world;  and  that  is  a ])rivilege  on  which  we  can  set  no  money  value. 
The  child’s  life  has  some  value  to  his  parents,  but  this  must  be  bal- 
anced against  the  cost  of  rearing  the  child  to  maturity.  For  the  ty}u- 
cal  bov,  there  is  also  the  girl  he  would  have  married  if  he  had  lived. 
She  is  a real  ])erson,  and  she  has  lost  her  future  husband  (whom  she 
may  never  have  seen).  The  ultimate  incidence  of  this  casualty  prob- 
ably carries  a balance  of  loss,  but  it  is  vague,  conjectural,  unmeas- 
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urable,  and  often  neutralized/  The  innnediate  effect  of  the  death  of 
a child  is  to  improve  the  economic  condition  of  the  family  by  reduc- 
ing ex])enses,  though  with  two  qualiffcations.  The  household  estab- 
lishment is  geared  to  a family  of  a certain  size  and  some  of  the  ex- 
penses may  not  shrink  readily.  And  in  an  increasing  number  of  cases 
the  loss  of  one  child  is  likely  to  cause  another  to  be  born,  since  the 
size  of  the  fainih'  is  kept  down  for  economic  reasons.  In  such  cases 
the  loss  is  the  cost  of  bearing  and  rearing  the  child. 

From  this  fragmentary  discussion  of  a very  far-reaching  to})ic, 
one  thing  should  be  sufficiently  evident.  There  is  no  one  general 
“value  of  a human  life,”  valid  for  all  circumstances  and  for  all  pur- 
])oses.  A birth  brought  about  or  prevented  is  one  thing,  and  a death 
quite  a different  thing;  and  the  death  of  a bachelor  is  quite  a differ- 
ent thing  from  the  death  of  a member  of  an  established  family  whose 
organization  as  an  economic  “going  concern”  mav  be  disrupted 
therebv.  And  an  immigrant  admitted  or  excluded  is  still  another 
thing.  The  ])resent  immigration  law  clearly  regards  human  life 
added  to  the  countrv  in  this  form,  beyond  very  moderate  limits,  as  a 
national  liability  and  not  an  asset.  If  the  law  is  a valid  criterion,  the 
worth  of  such  human  lives  to  the  country  is  a minus  quantitv,  what- 
ever may  be  true  of  their  value  in  terms  of  tangible  })roduct,  as  we 
have  atteni])ted  to  sketch  it. 

Furthermore,  worth  varies  with  age,  sex,  familv  status,  and  state 
of  em])lovment.  The  adult  mainstav  of  a dependent  familv  has  a 
large  economic  value ; the  old  ])erson  retired  from  service  has,  in  the 
cold-blooded  economic  terms  we  are  using,  a negative  value : and  the 
child  is  an  immediate  liabilitv,  while  his  value  as  a future  asset  raises 
difficult  questions  of  principle.  The  wi})ing  out  of  a familv  with  a 

^ Of  course  tlie  ultimate  incidence  of  such  a death  is  untraccable.  The  girl 
wiio  would  otherwise  have  married  John  Smith  is  very  likely  to  marry 
Tliomas  Jones.  Tliereby  she  may  save  him  (or  in  the  ultimate  issue  Y’illiam 
Brown)  from  being  a bachelor,  but  increases  by  the  same  token  his  economic 
burdens.  Or  she  or  some  other  girl  may  remain  unmarried,  in  which  case 
there  is  some  doubt  whether  her  economic  status  is  worse  or  better  than  if 
sbe  had  found  a mate  to  “suj)port”  her  while  she  did  housework  instead  of 
working  for  pay  outside  the  home.  A large  disproportion  between  the  sexes, 
such  as  results  in  a country  which  has  felt  the  worst  war  can  do,  must  needs 
operate  maiidy  to  increase  the  number  of  single  women.  The  American  casu- 
alties were  not  great  enough  to  make  it  at  all  certain  that  they  operated  in 
this  way. 
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normal  quota  of  dependents  and  workers  would  involve  costs  of 
burial  and  a moderate  cost  of  industrial  readjustment;  but  aside 
from  this  it  could  hardly  be  said  to  impose  any  economic  burden  on 
the  remaining  community;  at  least  in  the  United  States.  But  take 
tlie  same  number  of  persons,  of  the  same  ages,  sexes,  and  economic 
conditions,  from  as  many  different  families,  and  each  death  may  in- 
volve an  economic  loss  to  the  remaining  members  of  the  family 
affected. 

The  particular  group  with  which  we  have  most  concern  is  a highly 
selected  one,  consisting  almost  entirely  of  males,  most  of  them  little 
over  twenty  at  the  outbreak  of  the  War,  with  the  normal  quota  of 
dependent  or  potentially  dependent  parents  but  with  relatively  few 
wives  or  children  to  suffer  direct  economic  loss  by  their  deaths.  This 
last  was  a matter  of  selection  in  the  draft,  Avhich  preferred  for  imme- 
diate service  those  without  dependent  families.  In  the  main,  we  may 
assume  tliat  these  }mung  men  had  simply  not  yet  acquired  the  fami- 
lies which  they  would  have  acquired  a little  later;  but  to  some  slight 
extent  there  was  undoubtedly  selection  of  those  who  were  destined 
for  various  reasons  never  to  have  families,  or  to  have  small  ones.  We 
shall  see  later  that  this  makes  some  slight  difference  in  estimating  the 
economic  loss  suffered  by  the  dependents  who  were  left. 

This  is  the  group  in  which  the  war  deaths  and  disabilities  were 
concentrated.  The  general  civilian  population  probably  suffered  a 
slightly  increased  industrial  accident  rate  by  reason  of  the  unfamil- 
iar and  dangerous  ]>rocesses  in  war  industries;  and  also  suffered 
lieavily  from  the  influenza  e])idemic,  which  was  probably  intensified 
by  war-time  conditions.  But  tlic  ])rccise  degree  to  which  the  War 
should  be  held  responsible  for  this  epidemic  can  only  be  vaguely 
conjectured.  And  this  country  suffered  no  such  civilian  mortality 
and  damage  to  civilian  health  as  did  those  countries  which  felt  the 
actual  heel  of  invasion  or  the  ])inch  of  blockade.  Thus  the  losses  come 
from  three  groups;  service  ]iersons,  industrial  workers,  and  unse- 
lected members  of  the  general  ]iopidation.  The  “value  of  life”  in 
each  case  is  different.  In  point  of  fact,  it  is  not  so  much  the  value  of 
life  that  concerns  us  as  the  cost  of  death. 

Numerous  estimates  of  the  general  economic  value  of  a human  life 
have  been  made,  usuallv  on  the  basis  of  ca]iitalizing  future  earnings 
minus  future  consunqition.  This  fornuda  has  a simplicity  which  com- 
mends it ; but  we  shall  see  that  it  is  not  entirely  suited  to  the  purpose 
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in  hand.  Bogart  cites  Sir  Robert  Giffen’s  estimate  of  $3,000,  appli- 
cable to  the  losses  of  the  Franco-Prussian  War  and  therefore  pre- 
sumably not  apj)licable  to  the  population  in  general.  He  also  cites 
Alfred  Marshall’s  estimate  of  $1,000,  Dr.  Farr’s  of  $1,500,  and  J.  S. 
Nicholson’s  of  $6,250;  all  for  the  population  of  England.  The  latest 
and  most  elaborate  estimate  cited  by  him  is  that  of  IM.  Barriol  pub- 
lished in  1910-11,  which  places  the  average  social  value  of  an  indi- 
vidual in  the  six  leading  countries  at  the  following  amounts  r 


United  States  of  America $1,720 

England 1.110 

Germany 3.380 

France 2,900 

.Vustria-Hungary 2,720 

Russia 2,020 


The  American  figure  is  equivalent  to  about  $8,000  in  post-war 
dollars  of  the  period  1923-28.  There  is  also  a highly  elaborate  post- 
war analysis,  also  by  an  eminent  actuary.  Dr.  Louis  Dublin,  com- 
puting the  value  of  males  at  different  ages  and  in  two  different  in- 
come-groups.® The  method  is  to  find  the  discounted  worth  of  future 
income  less  personal  consumption.  On  the  basis  of  these  studies  he 
values  the  male  population  of  this  country  at  1,14-1  billions,  or  ap- 
proximately $19,000  per  male  of  all  ages.  IMen  of  the  age  of  most  of 
the  American  soldiers,  in  the  “$2,500  group,”  are  valued  at  more 
than  $30,000  on  the  basis  of  the  latest  life-tables.'*  Estimating  fe- 
males at  one-half  the  value  of  males,  which  Dublin  regards  as  ex- 
tremely conservative,  would  make  the  average  value  of  an  individual 
approximately  $14,250. 

These  estimates  are  so  amazingly  in  excess  of  all  the  others  as  to 

- For  the  citations  of  all  these  estimates,  see  Bogart,  Direct  and  Indirect 
Costs  of  the  Great  World  War,  1919,  p.  27.5. 

® See  especially,  “The  Money  Value  of  Life  and  I.ife  Extension,”  by  Dub- 
lin & I.otka,  Amer.  Jour,  of  Pith.  Health,  XVII,  5-19—557,  June.  1927;  also 
Statistical  Bulletin,  ^letropolitan  Life  Insurance  Co.,  August,  1926. 

■*  This  $2,500  group  is  a statistically  constructed  grouj)  whose  maximum 
earnings  are  reached  somewhere  between  the  ages  of  -10  and  -15,  and  amount 
to  .$2,500.  Their  average  earnings  when  employed  are  approximately  .$2,100. 
It  is  this  group  whicli  Dublin  takes  as  representative  in  computing  the  value 
of  the  whole  male  population.  The  present  writer  ]n-efcrs  an  average  of 
$1,500,  in  dollars  of  the  buying  power  of  1923—28,  to  represent  the  personal 
earnings  of  the  average  male. 
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raise  some  questions  as  to  the  reliability  of  the  whole  process.  Yet  the 
discrepancy  between  Rarriol’s  .$-1,720  and  the  $1-1, 2-50  which  corre- 
s])onds  to  it  in  Dublin’s  reckoning  can  substantially  all  be  accounted 
for.  As  alread}'  noted,  the  $1,720  grows  to  about  .$8,000  when  con- 
verted into  post-war  dollars.®  And  in  the  same  period  real  income  per 
worker  apparently  grew  nearly  20  per  cent,  so  that  we  should  expect 
an  identical  estimate  at  present  to  show  a result  as  higli  as  $9,000. 
Tlie  chief  reason  why  Dublin’s  figure  is  higher  than  this  is  that  it  is 
based  on  an  income  scale  about  10  per  cent  too  high  to  represent 
average  ])ersonal  earnings  for  the  whole  ])opulation.  Adjustment  for 
this  would  bring  his  figure  to  about  .$10,000  ($10,180,  to  be  exact). 
It  would  be  brought  still  lower  by  the  use  of  a more  liberal  discount 
rate  than  the  Sy^  ])er  cent  which  Dublin  uses  in  finding  the  ])resent 
worth  of  future  earnings.  A higher  discount  rate  would  of  course 
make  the  cajjitalized  values  smaller.  On  the  other  hand,  the  value 
he  assigns  to  women  is,  as  he  says,  conservative.  These  adjustments 
of  Dublin’s  calculation  seem  to  point  to  something  close  to  the  con- 
venient round  figure  of  .$10,000  as  the  present  worth  of  personal 
earnings  minus  personal  consum|)tion  for  the  average  member  of  the 
American  po})ulation.®  The  difference  between  this  and  $9,600  is 
negligible.  Tims  Dublin’s  figures  and  Barriol’s  are  in  sufficient  har- 
mony to  afford  ground  for  confidence  in  the  technical  integrity  of 
the  process  followed. 

Rut  there  are  some  further  deductions  to  be  made  before  this  fig- 
ure can  stand  as  a measure  of  the  economic  loss  which  premature 
death  causes  to  the  remaining  members  of  the  community.  It  repre- 
sents, as  Dublin  notes,  the  share  of  the  dead  j)erson’s  future  earnings 
which  would  have  gone  to  his  de])endents,  actual  a/id  potential.  It 
includes,  in  other  words,  tlie  income  which  would  have  been  consumed 
by  cliildren  wlio  would  liave  been  born,  but  were  not.  A major  part 
of  the  loss  from  the  death  of  an  unmarried  soldier,  calculated  on  the 
Dublin  basis,  is  the  loss  suffered  by  these  nonexistent  children  whom 
he  iniwlit  have  had  if  he  had  lived.  And  we  have  alreadv  discussed 
this  (|uestion  and  shown  reasons  for  confining  our  study  of  economic 
losses  to  persons  wlio  are  actually  here  to  suffer  losses  of  an  economic 

® This  (Iocs  not  take  account  of  tlie  fall  in  jirices  accompanying  the  depres- 
sion of  H)29-;U). 

" For  the  data  and  computations  on  which  the  above  analysis  is  based,  sec 
Aj)])cndix  B. 


DEATH  AM)  DISABILITY 


219 


sort.  The  question  makes  a considerable  difference,  because  most  of 
tlie  service  men  were  young  and  unmarried.  The  dependents  they 
actually  left  behind  were  only  a part  of  those  they  would  have  bad 
if  they  bad  lived ; and  hence  the  share  of  income  which  these  actual 
dependents  lost  was  onh'  a part  of  the  whole  “net  income”  as  calcu- 
lated by  Dublin’s  ]>rocess.  These  men  were  selected  in  the  draft  pre- 
cisely for  the  purpose  of  minimizing  economic  losses. 

To  eliminate  these  supposititious  losses  of  nonexistent  persons  re- 
quires a coin])lete  recomputation  from  the  basic  data,  bv  a more 
elaborate  process  than  that  followed  by  Dublin.  An  abridged  form 
of  such  a computation  is  shown  in  Ap})endix  B,  in  which  the  same 
standard  population  is  used,  hut  tlie  data  are  sanq)led  by  ffve-year 
intervals  to  avoid  prohibitive  labor.  As  might  he  expected,  the  re- 
sults are  in  fairlv  close  ao;reement  with  Dublin’s  for  the  later  a<»'es 
when  the  family  has  reached  its  final  size;  hut  are  much  lower  for  the 
earlier  ages.  While  there  are  arbitrary  quantities  and  assumptions 
necessarily  introduced,  the  writer  believes  that  the  general  character 
of  the  process  and  of  the  result  agrees  with  common  sense  in  assign- 
ing the  liighest  value  to  the  man  nearing  fortv,  with  a full-sized 
familv,  rather  than  to  the  man  of  twenty-five  who  is  just  married  or 
on  the  ])oint  of  marrving  and  has  no  children  at  all.  And  the  writer 
believes  that  this  estimate,  rough  as  it  is,  comes  neai'er  to  a scientifi- 
cally valid  measure  of  economic  values  lost  by  premature  death  than 
can  any  blanket  estimate  of  income  minus  personal  consumption. 
Tlie  result  is  shown  in  tlie  following  table,  which  also  shows  Dublin’s 
results,  reduced  to  corresjiond  with  the  lower  earnings-scale  here 
taken  as  representative. 
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« 

V alue  per  surviving  male 

Value 

(Dublin’s  scale  reduced  to 

per  surviving  male. 

Age 

$1,500  average  earnings)" 

revised  comptUation 

2 

8,040 

0 

7 

11,330 

67 

12 

15,350 

1,900 

17 

19,780 

5,255 

22 

22,350 

5,400 

27 

22,680 

15,300 

32 

21,550 

17,000 

37 

19,780 

18,133 

42 

17,400 

16,850 

47 

14,460 

13,300 

52 

11,180 

10,040 

57 

7,930 

6,730 

62 

4,855 

4,475 

67 

2,000 

2,355 

72 

— 547 

137 

77 

— 2,140 

82 

— 2,747 

87 

— 2,160 

As  will  be  seen,  there  is  no  great  difference  in  the  values  at  the 
ages  when  the  family  is  at  full  size,  what  difference  there  is  being 
due  maiidy  to  an  unavoidable  difference  in  the  method  of  reckoning 
shares  going  to  dependents.  The  method  of  selecting  one  year  to  rep- 
resent a five-year  period  also  produces  some  distortion  upward, 
which  could  be  eliminated  in  a more  complete  computation.  The 
average  value  per  male  in  Dublin’s  scale  (reduced)  is  .$13,430,  while 
the  elimination  of  merely  potential  dependents  brings  the  average 
value  in  the  revised  computation  down  to  $7,740  for  the  hypotheti- 
cal static  population  used  in  the  computations.  Actual  age-distribu- 
tions would  show  more  children  and  fewer  old  people,  but  would 
])robably  not  greatly  change  the  total  result.  If  females  were  reck- 
oned at  two-thirds  the  value  of  males,  the  average  for  the  whole 
])o])ulation  would  be  about  $6,450.  Whatever  death  toll  the  War  is 
resj)onsible  for  among  the  general  civilian  popvdation  may  be  con- 

" Dublin’s  $2, .500  group  (.average  ineome  about  $2,100)  multiplied  by 
five-sevenths.  Dublin  uses  a diseount  rate  of  3V2  per  cent,  wbieb  seems  un- 
duly low  for  the  purjiose.  'I'be  revised  eomjmtation  uses  1 per  eent,  but  this 
m.akes  little  difference.  es])eeiallv  as  the  method  used  in  the  revised  computa- 
lion,  selecting  one  year  to  rci>resent  a five-year  period,  results  in  smaller  dis- 
counts than  if  every  year  were  separately  computed. 
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sidered  to  have  cost  this  much  for  every  life  lost,  in  addition  to  the 
direct  costs  of  the  fatal  illness  and  of  burial.  So  far  as  the  War  in- 
creased the  mortality  from  industrial  accidents,  it  affected  a group 
whose  average  “economic  value”  is  2)robably  from  $10,000  to 
$11,000;  but  the  worth  of  those  actually  killed  by  war  work  and 
war  working  conditions  may  have  been  materially  different  from  this 
average. 

But  nearl}'  all  the  known  war  deaths  were  among  the  service  men, 
who  were,  as  we  have  seen,  a highly  selected  grou]),  not  only  as  to 
age,  but  especially  as  to  number  of  dependents.  For  this  group  the 
most  comj)lete  data  available  relate  to  the  85,63-1  death  awards  ac- 
tive June  30,  1928.  Even  among  service  deaths  these  were  a selected 
group,  since  all  those  who  had  no  compensable  dependents  were  auto- 
matically excluded.  These  men  had  a total  of  125,-155  dependents.  In 
1930  there  were  90,954  awards  with  probably  some  135,500  de- 
pendents. The  average  number  of  dependents  for  each  award  is 
trending  uj:)ward  with  the  addition  of  older  men.  The  1930  awards 
involved  10,347  widows  without  children,  11,407  widows  with  chil- 
dren, 32,746  children,  and  parent  or  ])arents  in  65,205  cases  repre- 
senting prol)ably  about  81,000  parents  in  all.® 

It  is  not  difficult  to  make  up  an  imaginary  army  which  will  fairly 
well  represent  these  cases,  though  it  will  be  necessarv  to  add  certain 
tvpes  not  found  in  the  standard  population  so  far  used.  Bv  includ- 
ing the  married  man  of  twenty-two  (childless),  unmarried  men  of 
ages  u})  to  forty-two,  and  the  childless  married  man  of  twentv-seven, 
we  can  give  this  imaginary  army  ])recisely  the  dependents  of  the 
actual  90,954  (leaving  the  number  of  ])arents  undetermined),  and 
something  approaching  their  probable  age-distribution,  though  the 
oldest  are  not  represented.  The  result  is  as  follows 

® Based  on  ratio  of  parents  to  awards  involving  parents  in  1928,  with 
allowance  for  reduced  proportion  of  cases  where  both  parents  survive. 

® This  table  gives  the  correct  number  of  children,  and  the  total  number 
shown  as  married  is  equal  to  the  total  number  of  widows  plus  the  number  of 
cases  in  which  children  were  left  motherless. 
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A</e  at 
death 

Status 

Number 

Unit  worth 

Total  worth 
in  thousands 

17 

Single 

880 

$ 5,255 

$ 4,625 

22 

Single 

31,857 

5,400 

172,000 

27 

Single 

9,386 

5,270 

49,500 

27 

Married,  childless 

1 1,501 

6,200 

71,300 

27 

Married,  1 cliild 

12,442 

15,300 

190,500 

32 

Single 

10,788 

4,775 

51,500 

32 

Married,  2 children 

4,876 

17,000 

82,900 

37 

Single 

3,696 

4,700 

17,380 

37 

Married,  3 cliildren 

1 ,6 1 2 

18,133 

29,230 

■i2 

Single 

2,577 

4,975 

12,800 

42 

Married,  4 cliildren 

1,429 

16,850 

24,080 

90,95  i $705,815 

Tills  gives  these  service  deaths  an  average  economic  importance  to 
dejiendents  of  about  $7,760.  If  the  same  value  attaches  to  the  rest  of 
the  estimated  170,000  deaths  caused  by  the  war  among  the  service 
men,  the  total  would  be  over  1,300  millions.  If  these  additional 
deaths  were  ])revailinglv  those  with  less  burden  of  dependenev,  and 
therefore  involved  011I3’  three-quarters  as  much  economic  loss  on  the 
average  as  the  deaths  represented  by  awards,  the  total  would  be 
1,165  millions.  Including  burial  costs  and  similar  items,  1,200  mil- 
lions seems  a fair  estimate. 

To  this  must  be  added  a similar  estimate  of  loss  from  disability, 
which  may  be  conservatively  reckoned  at  a])])roximately  3 billions  as 
of  the  end  of  the  war;  making  a total  of  something  like  4.2  billions 
ca])italized  loss  of  earning  ])ower  due  to  death  and  disability  and 
affecting  actual  survivors.  It  is  interesting  to  note  that  on  this  basis 
disal)ility  is  two  and  one-half  times  as  heavy  an  economic  burden  as 
death. 

These  sums,  however,  are  “present  worths,”  discounted  at  4 per 
cent,  and  as  has  alreadv  been  indicated,  the  whole  ])rinci])le  of  dis- 
counting is  of  doubtful  a])pro])riatcncss  as  ap])licd  to  such  social 
totals.’®  The  undiscounted  loss  of  income  which  these  totals  represent 
is  a total  of  about  8.7  billions,  extending  over  a period  of  from  sixty 
to  seventy  vears  from  tbe  end  of  tbe  war.”  For  some  thirty  years 
after  the  end  of  tlie  war  tlie  average  annual  loss  (witli  moderate 
allowance  for  future  deatli  and  disability)  may  be  estimated  at  from 


See  C’lia})ter  \T,  above,  ])]).  93-9  k 


“ See  Aj)j)endix  R,  Table  IV. 
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200  to  220  millions,  after  which  it  will  taper  off  })robahly  quite 
rapidly.  If  there  is  a large  future  growth  in  the  number  of  disabili- 
ties due  to  the  war,  the  annual  losses,  and  the  total,  will  both  be 
larger  than  this.  A reasonably  liberal  estimate  might  place  the  total 
at  around  10  billions,  allowing  for  future  increases. 

This  is  a large  bui'den,  though  not  large  enough  to  constitute  a 
serious  drag  on  the  economic  power  of  a nation  like  the  United 
States.  Comparing  it  with  the  current  federal  expenditures  for  the 
veterans,  we  find  that  compensation  and  family  allowances  alone  fall 
short  of  equaling  the  estimated  loss  in  income  by  ])ossibly  15  per 
cent  though  in  view  of  the  fact  that  conq)ensation  is  for  life,  while 
earning  power  ends  sooner  than  this,  the  two  amounts  may  be  nearlv 
equivalent  in  real  value.  Including  the  cost  of  administering  vet- 
erans’ relief,  and  of  medical  and  hospital  care  for  injuries  actually 
due  to  the  War,  the  true  social  cost  of  war  death  and  disability  may 
be  estimated  at  some  260  millions  annually ; or  over  half  the  present 
budget  of  the  Veterans’  Bureau.  In  terms  of  ultimate  aggregate 
burdens  (undiscounted)  these  additional  social  costs  mav  mount  uj) 
to  2 billions  or  more,  bringing  the  total  social  cost  of  death  and  disa- 
bility up  to  some  11  to  12  billions,  which  is  half  to  tlu-ee-fifths  of  the 
estimated  total  ex])enditures  of  the  Vctei-ans’  Bureau. 

The  remainder  represents,  in  the  main,  subsidized  insurance  and 
adjusted  service  compensation,  together  with  medical  and  hospital 
care  for  nonwar  ailments  and  the  share  of  administrative  costs 
chargeable  to  these  activities.  These,  as  already  noted,  re])resent 
various  forms  of  deferred  service  conq)cnsation.  One  reason  urged 
for  such  deferred  service  coni])ensation,  at  least  for  the  “soldiers’ 
bonus,”  is  the  fact  that  the  service  men  were  workino-  at  low  g-overn- 
ment  pay  while  their  fellows  were  making  higher  incomes  in  civilian 
work;  and  thus  the  service  men  made  an  actual  economic  sacrifice. 
The  attempt  to  measure  this  sacrifice  is  peculiarly  difficult.  The 
statistics  do  indicate  some  sacrifice  of  this  sort,  but  not  a large  one. 
For  1917—19,  the  difference  between  the  earnings  of  the  armv,  navy, 
and  marine  cor])s  on  the  one  hand,  and  what  thev  would  have  earned 
at  average  em])loyees’  com])ensation  in  all  industries  on  the  other, 
amounted  to  about  $35  ])er  year  per  man.  This  indicates  a difference 
of  about  .$d0  between  the  service  men’s  ]iay-and-subsistence  and  re- 
wards in  oilier  occupations.^"  On  this  basis  the  total  economic  sacri- 
Figures  are  derived  from  King,  op.  cit.,  pp.  5d,  fiO,  152.  HU,  .361,  .301. 
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fice  to  be  compensated  would  amount  to  about  230  million  current 
dollars,  or  from  24'G  to  250  millions  in  post-war  dollars.  The  Ad- 
justed Service  Compensation,  reckoned  as  worth  over  two  billions  at 
the  time  it  was  granted,  would  pay  this  back  eight  times  over.  State 
bonuses  alone,  to  those  who  received  them,  afforded  threefold  com- 
pensation. 

Such  a mechanical  comparison  has,  however,  a very  doubtful 
meaning,  for  various  reasons,  including  the  form  which  the  compen- 
sation took,  the  circumstances  under  which  it  was,  or  will  be,  received, 
and  the  fact  that  it  was  paid  to  a selected  group.  In  Professor  King’s 
estimates  a large  proportion  of  the  service  compensation — over  lO 
])er  cent  in  1918 — consists  of  the  allowance  for  free  subsistence  fur- 
nished to  soldiers  and  sailors.  This  was  reckoned  by  Professor  King 
on  a basis  of  about  $220  per  man  in  1913  dollars,  converted  into 
dollars  of  the  current  year  on  the  basis  of  index  numbers  of  the 
])rices  of  food  and  clothing.  For  1918  it  amounted  to  $375  per 
man.^® 

The  question  naturally  arises  whether  this  subsistence,  whatever  it 
may  have  cost,  was  worth  this  much  in  view  of  the  fact  that  the  liv- 
ing it  represented  was  one  of  great  ])hysical  hardship  and  discom- 
fort. d’his  question  is  not  one  of  statistical  analysis,  and  no  definite 
answer  can  be  given.  If  the  allowance  for  subsistence  were  arbitrarily 
cut  in  two  on  this  account,  the  economic  sacrifice  of  the  service  men 
would  be  more  than  trebled.  If  subsistence  were  ignored  entirely,  the 
economic  sacrifice  would  amount  to  2^/^  billions,  and  the  Adjusted 
Seryice  Conq)ensation  and  State  bonuses  together  would  still  pay  it 
back  in  the  aggregate. 

A further  question  is  whether  the  actual  ayerage  of  wages  and 
salaries  in  ]u-iyate  industry  is  a fair  standard  by  which  to  estimate 
what  the  seryice  men  could  haye  earned  if  they  had  stayed  in  priyate 
life.  Some  few  of  them — mostly  officers — would  haye  been  entrepre- 
neurs and  not  wage  or  salary  workers.  All  of  them  were  a selected 
grou]).  They  were  selected  by  eliminating  the  least  fit,  and  by  fur- 
ther exem])ting  those  whose  seryiccs  were  most  needed  for  essential 
war  ]u-oduction.  This  double  selection  ruled  out  some  of  the  most 
yaluable  and  many  of  the  least  yaluable.  And  they  were  selected  by 
age.  This  may  haye  made  little  difference  in  the  case  of  the  less 
skilled  laborers,  who  reach  their  full  earning  ]iower  early,  but  for 
Pased  on  a letter  from  Professor  King-  giving  the  total  figures  used. 
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skilled  workers  and  salaried  employees  it  meant  taking  men  who  had 
not  yet  reached  average  earning  power.  Thus  it  is  difficult  to  say 
whether  the  service  men  represented  a group  whose  average  earning 
power  was  more  or  less  than  the  general  average  of  wage  and  sala- 
ried workers. 

Another  and  more  intangible  element  is  the  fact  that  the  earlv 
Years  of  a high-grade  worker  are  important  out  of  proportion  to  the 
earnings  he  makes  in  those  years,  because  they  are  the  years  in  which 
he  is  forming  his  skill  or  laying  the  groundwork  of  later  success.  To 
take  him  from  his  calling  in  those  formative  years  may  disrupt  his 
career,  and  in  any  case  is  likely  to  cost  him  more  than  the  hare  earn- 
ings he  sacrifices  for  those  vears  alone.  As  an  offset  to  this,  the  army 
and  navy  are  becoming  more  and  more  a collection  of  skilled  crafts; 
and  service  has  undoubtedly  increased  the  earning  power  of  many 
an  enlisted  man.  For  the  sake  of  its  own  efficiency,  the  army  em- 
ployed ])svchologists  to  devise  trade  tests  the  purpose  and  effect  of 
which  were  to  give  men  with  craft  skills  the  chance  to  go  on  exercis- 
ing and  develo])ing  those  skills.  Despite  which,  one  hears  such  stories 
as  that  of  an  officer  to  whom  was  assigned  as  a cook  a man  who  could 
not  cook  but  was  a competent  accountant,  and  as  a clerk  a man  who 
knew  no  bookkeeping  but  was  a good  cook.  He  solved  the  ])roblem  by 
letting  the  “clerk”  earn  his  pay  in  the  kitchen  and  the  “cook”  earn 
his  in  the  company  office,  but  not  all  misfits  could  be  so  ])roviden- 
tiallv  canceled  against  each  other.  On  the  whole,  it  seems  ])rol)able 
that  army  service  rej^resented  more  of  handicap  than  of  hel[)  to  the 
later  economic  adjustments  and  careers  of  the  service  men,  but  this 
can  hardly  be  pi’oved:  the  matter  is  one  of  the  intangibles  which  can- 
not be  subjected  to  measurement. 

To  sum  up,  so  far  as  statistically  measurable  economic  sacrifices 
go,  2 billions  of  adjusted  service  compensation  re})avs  them  several 
times  over,  without  counting  the  other  billions  that  have  been  spent 
and  will  be  spent  in  the  future  on  Veterans’  Bureau  services  not  due 
to  war  injuries.  If  these  payments  are  justified  it  must  be  on  grounds 
of  intangibles  which  cannot  be  reduced  to  sums  of  dollar  values. 

One  further  question  will  be  asked.  Is  the  human  loss,  on  the  ]iart 
of  the  de])endents,  heavy  out  of  all  ])ro])ortion  to  the  dollars  in  which 
we  are  forced  to  measure  it.^  This  is  quite  true  whenever  the  loss  falls 
on  the  de])endents  without  mitigation  or  relief.  The  dollars  tv]iicallv 
re])resent  the  loss  of  the  entire  income  that  furnished  the  very  neces- 
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sities  of  life;  and  therefore  they  are  not  the  “marginal  dollars”  of 
economic  theory,  but  dollars  of  indefinitely  greater  valued^  Rut  we 
have  to  deal  with  a system  of  insurance  and  benefits  which  compen- 
sates the  immediate  dependents  and,  to  that  extent,  passes  the  bur- 
den on  to  the  taxpayer,  in  whose  budget  the  dollars  become  “margi- 
nal.” Slightly  higher  taxes  deprive  him  of  his  least  im])ortant  items 
of  consuni])tion,  to  save  the  immediate  sufferers  from  being  deprived 
of  everything,  down  to  the  most  important.  If  this  compensation 
were  j)erfect,  then  we  might  regard  these  dollars  as  on  a par  with 
any  other  dollars.  As  it  is,  in  general,  the  compensation  seems  suffi- 
ciently adequate  so  that  no  widely  ]>revalent  life-crippling  hardships 
remain  to  mock  the  use  of  such  a yardstick;  and  we  may  fairly  em- 
ploy it.  Rut  to  the  extent  that  compensation  is  not  exact,  the  human 
losses  are  more  than  the  dollars  fairly  measure. 

‘Alarginal,”  in  this  case,  refers  to  the  condition  before  the  losses  were 
ineurred. 
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THE  WAR  AND  AGRICULTURE 

The  main  character  of  the  effect  of  the  War  on  agriculture  has  al- 
ready been  indicated,  but  it  may  he  worth  while  to  give  some  at  least 
of  the  outstanding  features  of  the  story,  as  well  as  of  its  sequel, 
which  is  not  yet  ended.  In  general,  the  War  found  us  a country  of 
decreasing  export  surpluses,  a stationary  agricultural  })opulation, 
and  moderately  increasing  physical  output  of  farm  products,  due  to 
increasing  efficiency  of  farm  labor,  equipment,  and  organization. 
Output  was  approximate!}'  keeping  pace  with  the  growth  of  our 
total  population.^  And  the  prices  of  farm  products  Avere  advancing 
faster  than  those  of  other  commodities,  by  a substantial  margin,  and 
had  been  doing  so  for  over  a century.^ 

The  War  did  not  radically  change  these  movements  so  far  as  con- 
cerned agricultural  population  and  physical  out])ut.  Maxwell’s 
adaptation  and  continuation  of  Day’s  index  indicates  a slackened 
rate  of  growth  of  output  since  the  period  1913—15.®  (Single  A’ears 
mean  little;  for  example,  Aveather  conditions  made  yields  ])er  acre 
abnormally  large  in  1914  and  1915.)  On  the  other  hand,  Wolman’s 
study  indicates  a more  rapid  increase  during  the  six  years  from 
1918—20  to  1924—26  than  for  either  of  the  preceding  decades.'*  One 
fact  on  Avhich  not  even  statistics  can  cast  doubt  is  the  huffe  increase 
in  exports  Avhich  took  the  place,  temporarily,  of  the  former  decline, 
and  did  not  reach  its  peak  until  1921-22.  As  for  prices,  1914  and 
1915  saAv  no  increase,  1916  saAv  them  rising,  but  outstri])]>ed  by 
other  types  of  products,  1917  saAV  them  soaring  and  taking  the  lead 
in  the  upAvard  movement,  1918  to  1920  saAv  them  ranging  aliove 
tAvice  their  pre-Avar  level,  Avhile  other  products  Avere  catching  u])  Avith 
them.  Nineteen  tAA'cnty-one  saAv  them  plunge  back  to  only  16  per  cent 
above  their  pre-Avar  level,  Avhile  other  products  suffered  far  less  de- 

* Based  on  Day’s  index  of  agricultural  ]>rodiiction. 

'^Recent  Economic  Changes,  jip.  (523— 02 1;  also  I-.  C.  Gray,  in  Proceed- 
ings, Amer.  Academy  of  Pol.  Sci.,  June,  19.31,  51. 

^ Review  of  Economic  Statistics,  192(5,  p|).  1 11— 152. 

* Recent  Economic  Changes,  pj).  452  ff. 
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nation;  and  the  succeeding  years  have  seen  this  disadvantage  con- 
tinue, though  somewhat  diminished.  Economists  before  the  War 
would  have  called  it  a necessary  and  normal  tendencv  for  affricul- 
tural  prices  to  rise  faster  than  those  of  other  things,  partly  because 
of  the  fact  of  diminishing  returns  from  increased  scale  of  agricul- 
tural production,  and  partly  because  the  methods  of  production  re- 
sulting from  the  industrial  revolution  and  mass  2)roduction  have  had 
less  chance  to  x’evolutionize  costs  of  jxroduction  in  agriculture.  This 
view  is  sujxported  by  the  trend  of  the  whole  jxeriod  from  1800  to 
1913  in  the  United  States,  as  shown  in  two  index  numlxers  jjrejxared 
by  the  Bureau  of  Agricultural  Economics  of  the  Dejxartment  of 
Agriculture.^  The  })rice-level  of  farm  })roducts  in  1913  was  exactly 
that  of  1801,  while  the  corresjxonding  level  for  nonagricultural  com- 
modities had  fallen  50  jjer  cent.  The  difficulties  and  pitfalls  of  such  a 
comparison  are  obvious,  in  view  of  the  fact  that  so  manv  of  the  pres- 
ent nonagricultural  commodities  are  wholly  new.  But  if  the  charts 

O *. 

are  taken  at  their  face  value,  they  show  that  the  jxurchasing  jxower  of 
farm  ju-oducts,  in  terms  of  other  products,  had  doubled  in  a little 
over  a centui’y.  The  jxost-war  jxeriod  saw  the  gains  of  some  thirty 
years  wijxed  out,  and  they  have  not  yet  been  restored. 

The  war-time  demand  for  American  food  products  was  accentu- 
ated by  one  circumstance  which  made  it  more  than  an  accurate  regis- 
ter of  world  shortage.  Sup2)lies  from  Australasia  and  Argentina  were 
not  available  to  serve  the  Eurojxean  need,  because  the  scarcity  of 
shi{){)ing  made  these  long  hauls  jxrohibitive.  The  increase  in  jxrices 
did  not  occur  at  once  on  the  outbreak  of  the  Eurojxean  war,  jxartly 
because  of  unusually  large  cro})s  of  wheat  and  cotton  in  1913  and 
1911,  and  })artly  because  the  demand  for  cotton  at  first  declined  in- 
stead of  rising.  The  world  crop  of  wheat  was  also  large  in  1915,  and 
tlie  disap})ointing  financial  results  led  to  no  more  than  normal 
American  crojxs  in  the  next  two  years,  with  the  result  that  })rices 
soared  upward.  Cultivators  suffered  an  actual  loss  on  the  1911  cot- 
ton crop,  estimated  at  50  to  75  million  dollars,  and  also  on  a large 
part  of  the  1917  ])otato  cro]>,  this  last  being  due  to  a shortage  of 
cars  to  move  the  croj)  to  market.  These  were  the  chief  dark  spots  in 

S('c  L.  C.  (Jray,  loc.  cit.;  cf.  also  Recent  Economic  Changes,  pp.  626- 

627. 
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the  war  experience  of  American  agriculture.®  The  course  of  prices 
for  the  five  chief  cereals  is  indicated  in  the  accompanying  chai't." 


CHART  XV. 

Prices  of  Grain — United  States. 

The  war  effort  is  also  shown  in  increases  of  cro]i  acreage.  Between 
191-i  and  1918  the  acreage  of  our  fifteen  princi]>al  cro])s  increased 
from  301  millions  to  351  millions.®  By  1921  about  half  this  increase 
had  apparently  disappeared  from  crop  cultivation.® 

As  for  the  after-effects  of  the  War,  they  have  not  yet  been  liqui- 

® These  facts  and  figures  are  taken  from  B.  H.  Hibbard,  Effects  of  the 
Great  War  upon  Agriculture  in  the  United  States  and  Great  Britain,  “Car- 
negie Endowment  Series,”  Xo.  11,  1919,  especially  pp.  29-.31,  11-11. 

Chart  XV  from  ibid.,  p.  2G. 

® Hibbard,  op.  cit.,  p.  49. 

^Statistical  Abstract  of  the  United  States,  1925,  pp.  G32-633,  table  of 
total  ci'op  acreages.  These  figures  are  not  quite  comparable  with  tliose  of 
Hibbard. 


230  COSTS  OF  WORLD  WAR  TO  AMERICAN  PEOPLE 


dated.  The  prosperity  of  the  immediate  war  years  has  passed,  and 
has  been  succeeded  by  a prolonged  depression  whicli  has  continued 
as  a large  dark  spot  in  our  post-war  prosperity,  and  has  not  been 
confined  to  this  country.  This  depression  is  the  result  of  economic 
forces  which  would  have  acted  independently  of  the  War,  but  the 
War  has  undoubtedly  increased  the  difficulties  of  the  necessary  ad- 
justment. The  situation  can  perhaps  be  summed  up  in  a single 
phrase : production  outstripping  demand. 

As  a result,  the  relation  of  the  prices  of  the  things  the  farmer  buys 
to  the  prices  of  the  things  he  sells  has  been  disturbed,  unfavorably  to 
the  farmer,  after  being  changed  in  his  favor  during  the  War  itself. 
The  Bureau  of  Agricultural  Economics  of  the  United  States  De- 
partment of  Agriculture  has  constructed  index  numbers  of  the 
j)rices  of  things  farmers  sell,  and  of  things  they  buy,  starting  with 
1910  and  using  the  average  of  the  period  1910-14)  as  a base.  The 
ratios  between  these  numbers  give  an  important  indication,  though 
not  a complete  or  infallible  one,  of  the  part  played  b^"  price  changes 
in  making  prosperity  easier  or  harder  for  agriculture.  In  1915  and 
1916  the  ratio  fell  to  95;  agricultural  prices  were  lagging  behind 
the  others.  In  1917  the  ratio  leaped  to  118,  and  remained  above  100 
through  1919,  while  agriculture  prospered  hugeh'.  In  1921  the  ratio 
fell  to  75,  and  for  the  years  1921—29  it  averaged  a little  over  85, 
while  agriculture  struggled  with  deep  depression.^® 

From  one  standpoint,  American  agriculture  is  suffering  from  too 
much  efficiency.  Output  has  increased,  with  no  increase  of  personnel ; 
but  there  is  not  the  same  capacity  for  expansion  in  the  world’s  con- 
sumption of  farm  ])roducts  as  of  others.  In  fact,  there  is  probably 
less  than  in  any  other  major  branch  of  production.  Recent  studies 
bear  out  the  well-known  ])roposition  that  a large  crop  ty])ically  sells 
for  less  total  return  than  a small  one and  this  can  hardly  fail  to  be 
more  true  of  a general  increase  in  agricultural  ])roduction  than  of 
an  increase  in  a single  crop,  which  has  more  chance  to  displace  rival 
agricultural  products. 

*®  These  indexes  and  ratios  are  rejirodiieed  in  liecent  Economic  Changes, 
p.  518. 

Cited  in  Seligman,  Economics  of  Farm  Uelief,  p.  (57,  footnote.  Tlie 
proposition  tliat  a sliortage  lias  more  effect  than  a surplus  seems  to  be  mainlv 
a distortion  of  jiroportionate  changes  due  to  reporting  both  increases  and 
decreases  as  percentages  of  the  initial  amount. 
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As  the  population  in  general  gains  power  to  produce,  and  corre- 
s})onding  power  to  consume,  it  is  inevitable  that  they  will  not  con- 
sume proportionately  more  food  by  bulk,  though  they  will  naturally 
become  more  particular  about  grading,  packing,  and  pre})aration. 
They  will  not  wear  ])roportionately  more  cotton  in  their  clothes — 
cotton  being  the  chief  textile  material  produced  by  American  agri- 
culture— but  ma}'  turn  to  other  and  more  ex|)ensive  materials.  In 
fact,  styles  during  this  period  have  called  for  decidedlv  less  goods 
than  formerly,  while  silk  and  rayon  have  to  some  extent  taken  the 
place  of  cotton.  And  the  very  methods  by  which  our  increased  }>ro- 
duction  has  been  gained  have  involved  a lightening  of  muscular  ef- 
fort in  the  day’s  work,  and  have  thus  reduced  the  natural  require- 
ments of  the  worker’s  diet,  in  terms  of  calories.  We  do  not  need  to  eat 
so  much,  and  we  seem  to  be  eating  less ; certainly  less  meats  and  ce- 
reals, though  more  fruits  and  vegetables. 

As  for  ex])ort  demand,  our  agricultural  exports  had  long  been  de- 
clininop  when  the  War  suddenly  reversed  the  movement,  and  then  left 
us  to  endure  the  shrinkage  all  over  again  but  more  rapidly  and  pain- 
fully. Exports  of  our  five  chief  cereals  were  530  million  bushels  in 
1897—98,  declined  to  168  million  bushels  in  1913— Id,  grew  to  533 
millions  in  1921-22,  and  shrank  again  to  210  millions  in  1925-26.^" 
Thus  a shrinkage  that  required  some  fifteen  years  at  the  ]>re-war 
rate  was  recapitulated  in  four  years.  In  the  meantime,  wheat  ])roduc- 
tion  in  western  Canada,  the  Argentine,  and  Australia  has  expanded 
as  only  young  and  undeveloped  regions  can  expand,  and  Argentine 
beef  ex])orts  have  grown  to  nearly  2 billion  pounds  a year,  while  ours 
have  virtually  disap])eared. 

Agricultural  efficiency  has  increased  since  the  beginning  of  the 
present  century,  as  measured  by  physical  output  })er  worker,  at  a 
rate  comparable  to  that  of  manufactures,  mining,  and  transporta- 
tion. And  the  increase  is  to  a large  extent  due  to  the  same  grou})  of 
causes:  mechanization.  The  tractor,  the  combine,  corn-shellers,  cot- 
ton ])ickers,  and  many  other  ty])es  of  agricultural  machinery  have 
multiplied  greatly  and  saved  large  amounts  of  labor.  With  this  has 
gone  the  development  of  large  farms,  the  farm  of  a quarter-section 
or  even  of  a whole  section  in  the  subhumid  region  being  inadequate 
to  support  a family,  while  in  some  types  of  farming  pro])er  ma- 
chinery enables  two  men  to  handle  an  area  of  four  sections  with  some 
Recent  Economic  Changes,  pp.  551—552. 
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help  at  certain  seasons.  This  means  a decrease  of  personnel  in  such 
regions,  while  the  taking  up  of  some  new  land,  the  raising  of  other 
land  from  range  to  crop  uses,  and  the  general  growth  of  more  inten- 
sive types  of  cultivation  have  kept  the  total  agricultural  personnel 
ap2)roximately  constant  since  the  beginning  of  the  jjresent  century, 
though  since  the  War  there  has  been  a decline  of  5 |)er  cent.  This  in 
itself  means  a considerable  How  of  pojjulation  from  the  farm,  since 
this  jjojiulation  has  not  lost  the  cajjacity  of  natural  increase. 

It  is  indeed  a notable  fact  that,  from  the  jjeriod  1908—10  to  1924<- 
26,  agricultural  outjjut  per  worker  increased  -i-l  j^er  cent  while  that 
of  manufactures  increased  only  33 jjer  cent.  It  is  not  without  sig- 
nificance that  of  the  four  major  branches  of  j^roduction — agricul- 
ture, manufactures,  mining,  and  trans|Jortation — manufactures,  the 
most  j)ros2:>erous,  increased  its  outjiut  j)er  worker  the  least  in  this 
])eriod.  That  of  agriculture  increased  20  per  cent  in  the  first  decade 
of  the  j)eriod,  and  another  20  per  cent  in  the  succeeding  six  years. 
That  of  manufacturing  actually  decreased  1 per  cent  in  the  first 
decade,  as  the  result  of  war  disturbances,  and  in  the  next  six  years 
recorded  its  recovery  and  post-war  advance  in  an  increase  of  34)i/o 
j^er  cent.^®  The  figures  for  agriculture,  however,  are  slightly  mislead- 
ing, owing  to  the  fact  that  mechanization  has  to  some  extent  brought 
the  machine-making,  machine-rej^airing,  and  oil-j^roducing  indus- 
tries, not  classed  as  agricultural,  into  the  service  of  farm  jiroduction. 
Including  a fair  quota  of  the  workers  in  these  industries,  farm  out- 
jjut  ])er  worker  would  not  be  (juite  so  large. 

^Mechanization  has  also  had  one  unfavorable  effect  on  agriculture 
in  reducing  the  need  for  feed  for  farm  animals.  “It  has  been  calcu- 
lated that  not  less  than  twenty  millions  of  acres  have  in  the  last  few 
years  been  in  this  way  made  available  for  the  increased  production 
of  other  cro])s.”^^ 

What  I )art  has  the  war  played  in  all  this?  Hardly  a major  role, 
thoutrh  it  has  had  some  effect.  It  afforded  some  stimulus  to  mechani- 
zation,  though  that  was  hound  to  come;  and  also  to  the  effective 
s])read  of  more  efficient  and  scientific  yiethods  of  ]n'oduction.  And  it 
relieved  for  a time  the  ])ressure  of  inadequate  markets,  thus  tending 
to  retard  the  ultimately  necessary  adjustment. 

These  figures  are  taken  from,  or  based  on,  tables  given  in  Recent  Eco- 
nomic Changes,  ]).  452. 

*■'  Selignian,  op.  cit.,  p.  21. 
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The  increase  of  one-sixth  in  the  acreage  of  our  principal  crops, 
followed  in  five  or  six  years  b}'  a shrinkage  some  half  as  great,  natu- 
rally involved  waste  of  effort  and  of  caj)ital  outlay.  And  no  such 
tangible  indexes  can  reall}'  measure  the  hardships  of  those  drawn 
into  an  untenable  position  in  a calling  which  is  proverbially  not  so 
much  a business  enterprise  as  a ‘‘way  of  life,”  and  as  such  peculiarly 
resistant  to  the  adjustments  called  for  to  adapt  it  to  commercial 
changes. 

One  factor  in  the  situation  can  fairly  be  charged  to  the  War: 
namelv,  the  abnormal  boom  and  subsequent  violent  slump  in  agricul- 
tural land  values.  Some  such  reversal  might  have  occurred  without 
the  War,  but  it  would  have  been  far  milder.  Farmers  who  bought 
land  at  the  high  prices  of  1920,  and  incurred  the  high  mortgage 
rates  of  1920  to  pay  for  it,  suffered  a calamity  for  which  the  IVar 
was  directly  responsible.  The  situation  was  made  worse  by  a sequence 
of  floods  and  droughts  which  reduced  many  farmers  to  destitution, 
forcing  them  to  become  dependent  on  relief.  While  these  catas- 
trophes are  naturally  not  chargeable  to  the  War,  still,  as  in  so  many 
other  cases,  it  bears  some  responsibility  for  the  state  of  economic 
weakness  which  made  the  disasters  so  hard  to  meet  and  accentuated 
the  seriousness  of  their  results. 

In  general,  the  effect  of  the  War  on  agriculture  was  the  reverse  of 
its  effect  on  the  country  as  a whole,  save  that  in  both  cases  it  meant 
more  hard  work  during  the  emergency.  For  the  countrv  as  a whole  it 
meant  privation  during  the  emergency  and  probably  some  partial 
recompense  in  the  way  of  heightened  ])rosperity  afterward.  For 
agriculture  it  meant  ]>rosperity  during  the  emergency  and  height- 
ened privation  afterward.  This  difference  in  order  of  sequence  is  not 
an  unimportant  one;  indeed,  one  present-day  writer  has  found  in 
such  differences  the  whole  distinction  between  virtue  and  vice,  alleg- 
ing that  drunkenness  would  become  virtuous  if  the  headache  came 
first  and  the  feeling  of  elevation  afterward.  However  that  may  be, 
the  application  to  the  present  instance  is  somewhat  marred  by  the 
fact  that  both  sequences  have  ended — if  the  present  is  the  end — in 
an  accentuated  depression. 

The  consequences  of  the  agricultural  de])ression  have  been  mani- 
fold and  widespread.  One  result  has  been  the  unsuccessful  attempt  at 
governmental  stabilization  of  grain  prices.  This  has  left  the  United 
States  Government  with  large  stocks  on  its  hands,  salable  only  at  a 
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lieav}^  loss,  and  hardly  salable  at  all  without  wrecking  })rices  which 
are  still  in  a weak  and  tottering  state.  The  mere  financial  deficit  in- 
volved is  no  light  burden.  The  losses  have  spread  from  farmers  to 
many  other  groups  in  our  economic  organism.  In  sections  predomi- 
nantly agricultural,  such  as  Iowa,  widespread  bank  failures  have 
been  only  one  symptom  of  general  community  prostration.  And  the 
loss  of  buying  power  on  the  part  of  the  farmers  has  been  felt  in  a 
loss  of  demand  for  the  goods  and  services  of  other  groujjs  in  general, 
in  all  sections  of  the  country.  The  nation  has  a stake  in  agriculture 
which  makes  its  weakened  condition  a matter  of  moment  to  the  whole 
community. 


CHAPTEll  XVI 


THE  WAR  AND  THE  KAIUIOADS 

The  character  of  the  war  business  was  such  as  to  j)lace  a })eculiar 
strain  on  the  railroads.  The  increase  in  general  production  was  ac- 
companied b}"  an  increase  several  times  as  great  in  railroad  traffic, 
both  freight  and  passenger,  but  especiall}'  freight.  This  traffic  was 
concentrated  in  the  eastern  section  of  the  country,  and  this,  together 
with  failure  to  unload  cars  with  ordinary  jjromptness,  brought  about 
unprecedented  congestion  of  terminals  and  tracks  in  this  section  and 
enormously  increased  the  difficulty  of  the  task.  Added  to  this,  the 
winter  of  1918  was  marked  by  un})recedented  cold  and  a series  of 
blizzards  in  the  eastern  section  which  threatened  at  times  to  sto})  the 
running  of  trains  completely.^  This  task  was  laid  upon  a railroad 
system  the  capacity  of  whose  equipment  had  for  two  }'ears  preyious 
been  almost  at  a standstill,  as  well  as  being  somewhat  underniain- 
tained.^  A two-year  decline  in  traffic,  coycring  the  fiscal  years  1911 
and  1915,  had  not  witnessed  the  building  up  of  reseryes  of  capacity 
to  meet  subsequent  inci-eases.  As  a result,  the  growth  of  traffic  in 
1916  brought  freight  car  shortages  which,  instead  of  being  spas- 
modic and  mostly  confined  to  October,  the  month  of  heaviest  move- 
ment, were  continuous  throughout  the  year.  For  the  last  four  months 
of  1916  they  ayeraged  well  aboye  100,000  cars,  and  this  condition 
continued  through  the  whole  of  1917  and  the  first  months  of  1918.® 
The  war  task  of  the  American  railroads  was  obviously  one  of  the 
greatest  magnitude  and  difficulty. 

The  reasons  for  the  condition  of  the  roads  at  the  outbreak  of  the 
IV  ar  were  largely  financial.  In  1911  their  economic  condition  took  a 
turn  for  the  worse.  The  gradual  increase  in  net  earning’s  which  had 
marked  their  economic  stabilization  came  to  an  end,  and  earnings 
fluctuated  uncertainly  with  some  signs  of  a downward  trend,  while 
the  cost  of  new  capital  had  risen,  causing  serious  difficulty  in  raising 

^ See  W.  D.  Hines,  JVar  Ilistori/  of  American  Railroads,  Carnegie  Endow- 
ment; “Social  and  Economic  History  of  tlie  World  War,”  American  Series, 
1928,  pp.  39-10. 

® Ibid.,  p.  109. 


® See  ibid.,  p.  207. 
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the  funds  needed  for  expansion.  The  various  rate-increase  proceed- 
ings of  this  period  are  full  of  evidence  to  this  effect.  From  1914  to 
1916  the  number  of  freight  cars  and  locomotives  actually  declined, 
and  while  their  total  ca2)acity  increased,  the  increase  was  only  about 
2 per  cent  in  two  years  as  compared  to  an  increase  of  80  ])er  cent  in 
the  ten  years  preceding.^ 

In  1916  the  character  of  the  difficulty  changed.  The  largest  traffic 
yet  handled  by  the  roads  brought  net  earnings  to  a new  high  j)eak, 
but  the  pressure  of  business  made  it  difficult  to  put  cars  and  locomo- 
tives in  the  shops  for  repairs.  And  new  equipment  took  time  to  order 
and  to  build.  Largely  on  this  account  there  is  regularly  a lag  of 
about  a year  between  an  upturn  of  traffic  and  the  corresponding  up- 
turn of  equipment  ready  for  service  on  the  roads.  Inadequacy  of 
yards  and  terminals  requires  even  more  time  to  overcome. 

In  1917  the  roads  faced  continued  car  shortages,  terminal  conges- 
tion, and  the  complete  disappearance  of  reserves  of  serviceable  loco- 
motives. Costs  were  rising  and  the  necessity  of  large  wage  increases 
was  in  prospect,  while  the  nature  of  the  machinery  for  rate  regula- 
tion ])recluded  ])rom])t  increases  of  rates  and  ensured  that,  when  re- 
ceived, they  would  represent  conditions  at  least  a year  in  the  past 
and  hence  would  fall  hopelesslv  behind  the  needs  created  by  the 
ra])id  rise  of  costs  then  going  on.  Efficient  handling  of  the  traffic 
emergency  required  cohrdination  and  the  sacrifice  of  the  competitive 
interests  of  individual  roads,  as  well  as  the  financing  of  new  equip- 
ment which  many  of  the  roads  could  not  handle  for  themselves.  IMuch 
was  done  under  the  Railroads’  War  Board,  but  more  was  needed.  To 
this  situation  government  o]ieration  was  a logical  and  well-nigh  in- 
evitable answer  and  the  roads  were  in  public  hands  for  twenty-six 
months  from  January  1,  1918,  to  IMarch  1,  1920. 

The  Federal  Administration  handled  this  terribly  difficult  situa- 
tion, on  the  whole,  with  cfficiencv  and  with  as  high  a degree  of  success 
as  could  have  been  cxjicctcd.  The  companies  were  guaranteed  earn- 
ings equal  to  the  average  of  a “test  ]icriod,”  consisting  of  the  three 
years  ending  June  30,  1917.  Financial  ])olicies  then  ])rocecdcd  with- 

* A chart  of  frciglit  traffic  and  equipment,  a)ipcaring  in  tlie  Haihcaif  Age, 
January  6,  192.3,  20,  is  rcjiroduccd  in  tlie  ])rescnt  writer’s  Economics  of 

Overhead  Costs,  )>.  26.3.  It’liere  not  otlierwise  s])ecified,  it  may  fie  understood 
that  tlie  source  of  figures  iu  tfiis  section  is  tlie  Interstate  Commerce  Commis- 
sion’s A7inual  Statistics  of  liaihcags. 
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out the  need  of  safeguarding  the  earnings  of  particular  properties, 
or  of  the  roads  as  a whole.  Rates  were  raised  by  a blanket  increase 
without  attempt  to  adapt  them  to  the  })recise  needs  of  the  roads  in 
particular  regions,  and  wages  were  increased  without  being  limited 
by  the  need  of  preserving  a fair  rate  of  earnings.  The  rise  in  rates 
was  far  less  than  the  rise  in  railroad  costs  and  far  less  than  enouoh  to 

O 

counterbalance  the  general  shrinkage  of  the  dollar.  Thus  railroad 
transportation  became  relatively  cheap,  su})})orted  by  government 
subsidy,  this  seeming  to  be  the  least  burdensome  method  of  meeting 
the  difficulty,  involving  the  least  obstruction  to  the  carrying  on  of 
war  business. 

New  locomotives  and  freight  cars  were  ordered,  but  no  new  pas- 
senger cars,  as  it  seemed  physically  possible  to  meet  the  passenger 
demand  with  existing  equipment.  Every  effort  was  made  to  keej)  the 
whole  plant  in  good  repair,  though  shortage  of  materials  and  labor 
prevented  the  renewing  of  rails  and  ties  at  customary  rates.  Carloads 
and  trainloads  wore  increased  and  traffic  routed  by  the  shortest  and 
most  ayailable  routes  without  regard  to  coni})etitiye  interests  of  car- 
riers. Incidentally,  this  probably  had  some  slight  effect  in  increasing 
freight  receipts  ])er  ton-mile,  as  these  had  been  diluted  by  the  com- 
petitiye  hauling  of  freight  over  roundabout  routes  at  rates  governed 
by  the  charges  of  more  direct  routes.  Such  savings,  of  course,  were 
available  only  up  to  the  })oint  of  congestion  of  the  more  direct 
routes.  Elimination  of  competitive  duplication  of  passenger  service 
was  estimated  by  the  Railroad  Administration  to  have  saved  $60,- 
000,000  in  1918,  while  unified  ticket  offices,  cutting  down  of  adver- 
tising, and  other  similar  economies  from  unification  of  a sort  suscep- 
tible of  fairly  definite  estimate  amounted  in  all  to  $110,000,000,  or 
about  2y4  ]>cr  cent  of  total  oj)erating  expenses  for  the  year.  Other 
economies  were  claimed,  but  were  not  of  a measurable  sort,  and,  if 
they  existed,  were  swallowed  up  in  the  effects  of  terminal  congestion, 
shortage  of  materials  and  of  competent  labor,  and  the  tussle  with  the 
1918  winter. 

The  question  of  the  efficiency  of  the  ]:>ublic  administration  of  the 
roads  is  clouded  by  partisan  controversy.  It  is  l)ound  up  with  the 
equally  controversial  question  of  undermaintenance  of  the  proper- 
ties. The  extreme  claim  that  the  roads  were  returned  to  their  owners 
in  broken-down  condition  may  be  dismissed  as  fantastic ; on  the  other 
hand  the  official  “accounting  test”  of  maintenance  which  showed  net 
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overmaintenance  of  $177,000,000  is  not  to  be  taken  serioush^,  being 
a measure  of  expenditures  and  not  of  results.  The  main  fact  seems  to 
be  that  there  was  undermaintenance,  which  was  settled  for  $203,- 
000,000,  but  the  amount  of  which  can  never  be  measured  because 
there  was  no  detailed  a]J2:)raisal  of  condition  at  either  the  beginning 
or  tlie  end  of  federal  control. 

The  condition  at  the  beginning  was  itself  one  of  undermainte- 
nance, chiehY  affecting  the  moving  equipment  and  mainly  due  to 
financial  difficulties.  During  federal  operation  up  to  the  armistice 
maintenance  of  cars  and  locomotives  was  quite  well  taken  care  of, 
with  partial  exception  of  passenger  cars,  where  safety  and  not  ele- 
gance was  the  standard  set.  Renewals  of  rails  and  ties,  however,  fell 
behind,  largel}"  owing  to  shortage  of  labor  and  materials.  In  the  later 
months  of  federal  control  there  was  deliberate  conservatism  in  main- 
tenance owing  to  a desire  to  see  to  it  that  the  Government  did  not 
lose  in  the  bargain  with  the  roads.  It  was  felt  that  the  roads  could 
collect  for  undermaintenance,  while  there  was  little  confidence  in  the 
effectiveness  of  the  Government’s  corresponding  remedy  for  over- 
maintenance. Thus  it  was  thought  well  to  be  on  the  safe  side.® 

'Phe  Federal  Control  Act  of  March,  1918,  required  the  Govern- 
ment to  give  back  the  roads  in  as  good  condition  as  they  were  re- 
ceived. The  standard  contract  made  with  the  companies  formulated 
an  alternative  test  of  the  Government’s  obligation,  requiring  main- 
tenance expenditures  equal  to  those  of  the  “test  period,”  191 -I— 17, 
with  due  allowance  for  changes  in  prices  and  labor  costs  and  in  the 
amount  and  use  of  the  pro})erty.  This  was  the  basis  of  the  official 
“accounting  test,”  already  mentioned,  and  it  was  undoubtedly  un- 
fair to  the  com])anies,  since  war  conditions  “resulted  in  there  being 
frequent  re])airs  at  larwe  cost  without  satisfactory  permanent 
results.”® 

As  to  actual  conditions,  former  Director-General  Hines  admits 
shortages  of  renewals  of  rails,  ties,  and  ballast,  and  deterioration  of 
a})])earance  and  finish  of  ])assenger  cars  though  not  of  safe  running 
condition,  also  some  deterioration  in  freight  cars.  On  the  other  hand, 
he  claims  that  locomotives  were  in  somewhat  better  condition  when 

® For  matters  dealt  witli  in  this  and  tlie  j)rcecding  j)aragra])h,  see  Hines, 
op.  cit.,  ))j).  1 1 1-120. 

" Ihitl.,  )).  1 1 0. 
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returned  to  the  companies  and  ran  more  miles  before  needing  major 
repairs/ 

In  addition  to  the  need  of  maintaining-  the  plant  in  good  running 
order,  there  is  the  element  of  depreciation  resulting  from  age,  bring- 
ing units  of  equipment  nearer  the  time  of  permanent  retirement.  On 
this  score  the  war  was  responsible  for  abnormally  low  retirements, 
resulting  in  an  increase  in  the  average  age  of  cars  and  locomotives. 
It  was  only  in  this  way  that  the  total  ca})acity  of  freight  cars  and 
locomotives  was  increased,  in  the  face  of  inability  to  furnish  as  many 
new  units  as  would  have  been  needed  for  this  purpose  if  old  ones  liad 
been  retired  at  normal  rates.  Fiscally,  such  irregularities  are  neu- 
tralized by  adequate  and  regular  depreciation  charges  which  go  on 
regardless  of  any  ])articular  year’s  retirements  and  build  uj)  larger 
reserves  in  j^roportiou  as  retirements  in  any  year  are  smaller  than 
normal.  Thus  the  companies  did  not  lose  on  this  account  cxcc}d  as 
de})reciation  charges  may  have  been  inadequate.  These  charges  are 
calculated  on  the  basis  of  the  book  cost  of  the  })roperty,  and  the  cost 
of  post-war  replacements  was,  of  course,  greater.  Thus  the  com- 
panies were  left  with  the  need  of  making  re]dacements  at  increased 
prices,  part  of  the  excess  being,  in  effect,  charged  against  costs  of 
operation  and  part  added  to  ca})ital  account.  During  the  Federal 
Administration  retirements  of  cars  and  locomotives  fell  short  of  nor- 
mal by  approximately  one  year’s  quota,  and  this  condition  pre- 
vailed to  a less  extent  through  1917,  1920,  and  1921.  In  1923  an 
abnormally  large  volume  of  retirements  wiped  out  the  major  j)art 
of  the  shortage. 

On  the  whole,  it  is  safe  to  conclude  that  the  recorded  ex])enses  of 
operation  during  federal  control  fell  short  of  the  amounts  properlv 
chargeable  against  this  ])eriod  by  at  least  the  sum  of  admitted  un- 
dermaintenance. This  amounts  to  something  over  2 per  cent  of  total 
operating  expenses  for  the  entire  period.  There  is  a further  adjust- 
ment of  similar  character  amounting  to  $101,000,000,  consisting  of 
the  war-time  increase  of  prices  on  materials  and  su]i])lies  received 
from  the  companies,  used  and  not  re]ffaced.  These  two  adjustments 
together  would  add  some  3.3  ])er  cent  to  total  operating  expenses. 
The  question  remains  whether  these  costs,  with  these  allowances, 
show  evidence  of  inefficient  operation.  The  conclusion  must  be  that 
they  do  not,  iinless  the  especially  large  rise  in  railroad  wages  and 

" Ibid.,  pp.  113-115. 
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prices  of  railroad  equipment  and  supplies  in  themselves  re})resent 
inefficiency  in  resisting  the  bargaining  pressure  of  the  groups  con- 
cerned. Such  an  accusation  would  be  hard  to  prove. 

Freight  costs  per  revenue  ton-mile  exceeded  those  of  the  test  pe- 
riod by  49  per  cent  in  1918  and  81  per  cent  in  1919;  passenger  costs 
per  car-mile  by  58  per  cent  in  1918  and  78  per  cent  in  1919.®  If  the 
adjustment  of  8.8  per  cent  were  evenly  distributed,  these  increases 
would  be  apjjroximately  54  per  cent  and  87  per  cent  for  freight  and 
58  per  cent  and  79  per  cent  for  passenger  traffic.  Average  earnings 
of  railroad  workers  rose  81.5  2Jcr  cent  and  82  2)er  cent  for  the  same 
years.®  IMeanwhile,  hours  worked  per  employee  were  decreasing, 
esjjecially  for  1919,  so  that  conqjensation  per  hour  increased  mate- 
rially more  than  compensation  }jer  employee.  There  seems  no  doubt 
that  a properly  constructed  index  of  unit  ex]>enses  of  items  entering 
into  railroad  costs  would  show  that  the  cost  items  increased  in  ex- 
jjensiveness  more  than  the  increase  of  operating  exjienses  2>er  unit  of 
traffic.  On  the  other  hand,  a similar  index  of  general  wages  in  all 
occu2)ations  and  general  wholesale  jjrices  of  all  commodities  would 
show  a materially  smaller  rise  than  that  of  railroad  oj)erating  ex- 
penses. Passenger  costs  would  make  a materially  better  showing  if 
passenger-miles  instead  of  jiassenger  train  car-miles  were  taken  as 
the  unit,  owing  to  the  increase  in  jDassengers  per  car.  But  this  is  only 
in  part  a real  economy ; in  large  j^art  it  rej^resented  less  comfortable 
service. 

Another  indication  is  the  amount  of  traffic  handled  })er  employee- 
hour.  Freight  and  passengers  can  be  combined  in  a rough-and-ready 
fashion  by  adding  the  number  of  revenue  ton-miles  to  three  times  the 
number  of  revenue  ])assenger-miles — a compound  unit  which  has 
been  used  on  occasion  by  railroad  statisticians.  The  number  of  these 
conq)ound  units  per  enq)loyee-hour  is  as  follows : 

1916  1917  1918  1919  1920  1921  1922  1923 

89.8  91.6  93.6  100  101.2  101.2  103.1  106.8 

This  shows  an  almost  continuous  increase,  and  indicates  no  great  de- 
parture under  federal  ojjeration  from  the  trend  for  the  whole  j)eriod. 
Some  ])art  of  this  upward  trend  is  due  to  the  increase  in  average 

® Ilinc.s,  op.  cit.,  p.  214. 

® Data  from  King,  op.  cit.,  p.  117. 
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length  of  haul,  and  might  be  eliminated  by  a more  elaborate  traffic 
indexd“ 

If  instead  of  personnel  we  take  total  tractive  capacity  of  locomo- 
tives as  an  index  of  the  capacity  of  the  mechanical  equipment,  the 
same  results  are  evident.  Tractive  capacity  of  locomotives  increased 
slightly  faster  than  23ersonnel,  but  in  the  first  })eriod,  to  1917,  traffic 
increased  more  than  six  times  as  fast,  while  in  the  second  period, 
from  1917  to  1919,  tractive  capacity  increased  decidedly  faster  than 
traffic. 

The  main  causes  of  this  behavior  are  well  known.  L"^p  to  a certain 
point,  increased  traffic  can  be  handled  without  pro})ortionate  in- 
crease in  labor-power  or  equipment,  but  after  the  limits  of  the  ca- 
])acity  of  ])lant  and  equij)inent  are  reached,  any  attenq)t  to  carry 
more  brings  congestion,  calling  for  large  increases  in  labor,  while  the 
utmost  effort  can  produce  very  little  increase  in  traffic  handled.  The 
W ar  brought  about  this  condition  in  those  regions  where  the  traffic 
was  concentrated,  and  esjiecially  near  the  Atlantic  ports,  where  cars 
were  piled  iq)  for  long  distances  inland  with  no  ])ossibility  of  being 
pronq)tly  unloaded  and  sent  on  their  way.  Traffic  in  1920  was 
heavier  than  at  the  war  peak,  and  was  still  congesting  the  available 
facilities,  but  it  was  more  widely  distributed ; the  congestion  was  not 
so  heavily  concentrated  at  the  Atlantic  seaboard,  and  the  railroad 
plant  as  a whole  was  able  to  accomplish  more  with  little  or  no  in- 
crease in  hours  worked. 

To  sum  u]),  it  appears  that  heavy  carloads  and  heavy  trainloads, 
aided  somewhat  by  s})ecific  savings  from  consolidation,  made  up  for 
the  many  unfavorable  features  of  the  situation,  and  that  railroad  ac- 
com])lishments  rose  moderately  in  proportion  to  labor-time  and  ma- 
terials used.  The  entire  unit  cost,  howeyer,  rose  more  than  that  of 
labor  and  commodities  in  general. 

This  being  the  case,  the  federal  “deficit” — more  properly  the 
shortage  of  earnings  conq)ared  to  the  “test  period” — rej^resents  not 
so  much  a high  cost  of  railroad  service  in  ultimate  terms  of  efforts 
and  materials,  as  a disproportionate  rise  of  railroad  wages  and  the 
])rices  of  railroad  su])])lies,  and  es])ecially  a failure  of  rates  to  kee]) 
pace  with  the  general  shrinkage  of  the  buying  power  of  money.  It 

The  writer  has  tentatively  constructed  such  an  index  by  averaging  the 
one  used  above  with  tons,  giving  tons  a weight  of  one-quarter  of  the  whole. 
The  conclusions  given  in  the  text  are  not  materially  affected. 
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was  not,  in  the  main,  that  the  true  or  social  cost  was  ahnorinallv 
high,  but  that  part  of  it  was  financed  through  the  federal  treasury 
and  added  to  the  war  debt,  instead  of  being  financed  entirely  by 
rates  and  fares.  Fiscally,  of  course,  this  “deficit”  is  one  of  the  costs 
of  the  War  to  the  Government.  Rut  for  the  nation  as  a whole  it  rep- 
resents simpl}^  a shifting  to  a different  group  of  persons  of  part  of 
the  cost  of  railroad  o})eration,  the  greater  part  of  which  was  devoted 
to  ordinary  peace-time  ends.  IMore  accurately,  the  burden  is  not 
shifted  to  a wholly  different  grouj)  of  persons,  but  to  very  much  the 
same  group  of  persons  in  a different  capacity  and  with  a different 
distribution  of  the  load.  Peojjle  paid  less  freight  rates  and  must  ulti- 
mateh'  pay  more  taxes. 

It  is  worth  noting  that  a German  economist  once  concluded,  on 
theoretical  grounds,  that  this  procedure  would  increase  the  economic 
benefits  secured  from  railroads,  the  maximum  being  reached  if  rates 
covered  only  “variable  costs”  and  the  rest  were  j^aid  out  of  taxes.  Ho 
did  not  recommend  the  adoption  of  the  plan,  since  the  taxes  would 
themselves  be  a burden  not  to  be  regarded  lightly.  Rut  to  say  that 
the  burden  would  outweigh  the  somewhat  conjectural  gains  does  not 
mean  that  the  whole  “deficit,”  or  necessary  subsidy,  would  be  a social 
loss.  If  a 25  per  cent  lowering  of  rates  increased  business  5 per  cent, 
the  net  social  gain  might  be  no  more  than  about  8 per  cent  of  the 
whole  fiscal  sacrifice.  If  the  direct  costs  and  incidental  burdens  of 
la}dng  extra  taxes  were  less  than  8 per  cent  of  the  net  yield,  it  would 
be  a good  bargain.  To  us,  in  the  war  emergency,  the  balance  seemed 
to  swing  in  this  direction ; future  taxes  were  preferred  to  drastically 
increased  rate  burdens.  The  figure  of  8 per  cent,  which  is  merely 
illustrative,  is  reckoned  on  the  assumption  that  added  traffic  costs 
half  the  amount  of  the  previous  rates  while  the  average  “value  of 
service”  rendered  to  it  is  midway  between  the  old  rates  and  the  new. 
This  may  underestimate  the  cost  of  added  traffic  under  existing  con- 
ditions, and  may  also  err  in  ignoring  the  cumulative  effects  of  a 
stimulus  to  business.  Rut  in  any  case,  economic  gains  or  losses  are 
presximably  only  a minor  fraction  of  the  fiscal  “deficit”  involved. 

Part  of  this  “deficit,”  however,  represented  the  un]iaid  costs  of 
efforts  and  movement  of  materials  and  persons  actually  deyoted  to 
war  service.  This  was  the  part  for  which  war  business  was  respon- 
sible. This  portion  cannot  be  segregated  or  accurately  estimated.  If 
the  nation  devoted  one-fourth  of  its  resources  to  war  in  1918,  this 
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was  probably  responsible  for  materially  more  than  one-fourth  of 
that  year’s  railroad  traffic.  Some  ot  it,  such  as  troo[)  movements,  was 
cheap  traffic,  but  much  of  it  was  the  most  expensive  business  the 
roads  had,  causing  the  heaviest  congestion.  The  proportion  of  war 
business  in  1919  was,  of  course,  smaller.  So  doubttul  are  the  elements 
of  the  problem  that  an}'  quantitative  estimate  may  be  out  of  order, 
but  one-fourth  of  the  total  shortage  of  net  return  during  the  Federal 
Administration  might  be  a reasonable  estimate  of  the  amount  of  true 
war  costs  not  otherwise  taken  care  of,  which  it  re}> resents.  The  same 
principle  is  applicable  to  the  period  of  the  six  months’  guaranty  in 
1920,  which  cost  the  treasury  $530,168,0()(),“  but  which  contained 
only  a very  small  proportion  of  actual  war  business. 

The  total  cost  of  the  Federal  Railroad  Administration  is  summa- 
rized by  former  Director-General  Hines  at  $1,123,500,000.’"  Tlie 
added  cost  of  the  six  months’  guaranty  would  bring  the  total  to 
$1,653,968,000.  The  treasury’s  estimate  of  the  cost  of  war-time 
control  of  transportation  systems,  less  assets  remaining,  was  $1,561,- 
801,411.  Hines’s  estimate  is  itemized  as  follows.  Shortage  in  net 
operating  as  compared  with  standard  return  (all  roads),  $668,000,- 
000.  Various  adjustments,  chiedv  settlements  of  claims  for  under- 
maintenance, $201,000,000.  Compensation  to  carriers  in  excess  of 
standard  return,  .$105,000,000.  This  includes  $17,000,000  due  to 
reckoning  January  and  Februai-y,  1920,  as  one-sixth  of  a standard 
year,  whereas  normal  net  earnings  during  these  months  are  consid- 
erably below  the  annual  average.  Director  Hines  is  thus  claiming 
that  the  standard  return  should  have  been  figured  on  the  basis  of 
these  months’  normal  quota  of  a year’s  earnings.  If  this  had  been 
done,  much  of  the  difference  would  merely  have  been  shifted  to  sub- 
sequent months  when  the  six  months’  guaranty  of  earnings  was  in 
o])eration,  thus  increasing  the  cost  of  this  guaranty.  Increased  ])rice 
of  materials  and  supplies  (to  the  extent  that  amounts  returned  to 
the  coni])anies  were  short  of  amounts  received  from  them),  .$101,- 
000,000.  This  item  has  already  been  explained.  Deficit  of  American 
Railway  Express  Company,  $.36,000,000;  miscellaneous  nonrailroad 
items,  $88,500,000;  capital  ex])enditures  for  war  purposes,  .$11,- 
000,000;  ex])enses  of  Railroad  Administration  subsecpient  to  return 
of  the  properties  to  the  companies,  .$19,000,000;  less  credits  for  in- 
terest collected,  $73,000,000.  At  a rough  estimate,  the  true  cost 
Hines,  op.  cit.,  p.  22.S.  Ibid.,  pp.  315—318. 
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represented  by  all  this  to  the  national  economy  may  be  j)laced  in  the 
neighborhood  of  $400,000,000,  including  the  whole  of  the  nonrail- 
roatl  items,  administrative  expenses  subsequent  to  federal  control, 
and  capital  expenditures  for  war  purposes,  and  approximately  one- 
fourth  of  the  shortage  of  railroad  net  return  and  of  other  items  of 
similar  purport. 

As  we  have  seen,  capital  expenditures  for  additions  and  better- 
ments had,  prior  to  1916,  been  falling  short  of  the  needs  of  expand- 
ing traffic.  During  the  Federal  Administration  they  undoubtedly 
continued  to  do  so,  though  the  number  of  dollars  ex|)ended  was 
greater  than  the  average  rate  for  the  six  years  preceding  federal 
control.^®  The  year  1919  saw  no  such  expenditures  made  except 
such  as  were  necessary  to  the  safe  handling  of  existing  traffic.  The 
Federal  Administration  did  not  feel  called  on  to  embark  on  a pro- 
gram of  expansion  for  roads  so  soon  to  ]>ass  back  into  private  hands ; 
and  had  it  felt  so  inclined,  it  would  have  been  balked  by  the  delay 
and  parsimony  of  congressional  approjn-iations.  It  did  offer  to  carry 
out  any  programs  which  the  companies  would  a})prove  and  finance ; 
but  this  off  er  was  availed  of  to  only  a slight  extent,  for  reasons  which 
it  may  be  possible  to  conjecture. 

Despite  the  substantial  increase  of  rates  which  ushered  in  the  re- 
turn of  the  properties  in  Se]ff ember,  1920,  the  roads  faced  a long 
and  difficult  period  of  economic  rehabilitation.  These  rates  were  de- 
signed to  cover  increases  in  wages  which  had  been  granted  earlier  in 
the  year,  amounting  to  over  $618,000,000  annually.  But  the  depres- 
sion which  followed  made  it  impossible  to  earn  a fair  return  at  these 
rates  and  at  the  same  time  made  it  evident  that  business  would  not 
stand  higher  rates ; in  fact  a reduction  was  needed  to  stimulate  re- 
vival. Reductions  of  wages  in  1921  canceled  the  major  part  of  the 

1920  increases,  at  the  cost  of  a strike  in  the  shop  crafts.  And  late  in 

1921  rates  were  ordered  reduced  about  10  per  cent,  the  roads  ac- 
quiescing des])ite  the  fact  that  existing  rates  were  not  yielding  a fair 
return. 

lender  these  conditions  the  roads  faced  the  task  of  reducing  oper- 
ating ex])enses  and  making  good  the  shortage  of  maintenance,  of  re- 
tirements and  re])lacements,  and  of  additional  capital  expenditures 
for  additions  and  betterments.  This  last  was  needed,  not  only  to  ])ro- 
vidc  sufficient  ca])acity  to  handle  normal  growth  in  traffic,  but  to 

Hines,  op.  cit.,  ]).  127. 
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provide  the  means  necessary  to  a reduction  of  operating  expenses 
and  a consequent  recovery  of  net  earnings.  This  was  accomplished 
largely  by  means  of  heavier  trainloads,  which  required  not  only  more 
powerful  locomotives  but  stronger  and  better  roadbed  and  longer 
sidings. 

This  process  was  begun  in  1922  and  made  large  headway  in  1923, 
coincident  with  the  revival  of  general  business  activity.  During  the 
six  years  1921-26',  the  roads  made  capital  outlays  of  over  3Vi>  bil- 
lions, and  raised  efficiency  of  operation  above  the  levels  ])reviously 
achieved,  either  by  the  Federal  Administration  or  by  the  ])rivate 
manatTements  before  1918.  The  course  of  the  decline  and  recover v of 

c5  • 

earnings  can  be  seen  in  the  following  figures  of  ])ercentage  returns 
on  book  value  of  road  and  equipment. 

1916  1917  1918  1919  1920  1921  1922  1923  1924  1925  1926 

6.16  5.26  3.51  2.16  0.09  3.07  3.83  1.66  1.51  5.09  5.36 

The  roads  were  now  in  sound  condition.  Thcv  had  built  up  reserves 
of  equipment  which  furnish  a safeguard  against  inability  to  handle 
])eaks  of  traffic.  And  while  they  had  never  quite  earned  the  return 
of  5%  per  cent  set  by  the  Interstate  Commerce  Commission  as  a fair 
standard,  they  had  been  able  to  attract  needed  ca])ital  without  real 
difficulty.  From  1921  on,  their  rates  have  been  stabilized  at  levels 
which  almost  match  the  general  rise  in  money  costs  of  living  since  the 
pre-war  jieriod,  and  while  the  wages  they  pay  have  risen  more  than 
this,  they  have  made  up  the  difference,  as  have  other  industries,  bv 
increasing  output  per  worker.  Rv  1926,  thev  seemed  to  have  passed 
out  of  the  penumbra  of  the  war,  so  far  as  traceable  effects  are  con- 
cerned. Their  chief  concern  was  with  the  inroads  of  motor-vehicle 
com]ietition.  These  have  been  heavy,  hut  do  not  seem  to  threaten  the 
health  of  railroads  in  general. 

The  present  depression  has  renewed  their  financial  difficulties. 
Their  net  earnings  have  shrunk  more  than  those  of  industrv  in  gen- 
eral, largely  owing  to  the  impossibility  of  contracting  expenses  pro- 
portionately with  declining  volume  of  traffic.  As  a result,  the  issue 
of  increased  rates  is  again  before  the  country.  The  effects  of  the 
W ar,  then,  are  not  yet  fully  liquidated. 

In  a sense,  the  effects  of  such  a major  e]usode  are  endless.  The  re- 
turn of  the  railroads  was  the  occasion  of  a thoroughgoing  revision  of 
the  federal  railroad  legislation,  setting  up  bv  far  the  most  com{)re- 
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hensive  scheme  of  regulation  we  have  yet  had  and  grappling  with  the 
problems  of  labor,  capital  issues,  strong  and  weak  roads,  and  con- 
solidations as  well  as  with  the  basic  problem  of  fair  rates  and  fair 
return.  The  outcome  of  this  legislation  is  still  unfolding  itself.  Rut 
conditions  would  probably  have  forced  ver}'  similar  measures  if  there 
had  been  no  war,  and  any  effects  the  war  may  have  had  on  these 
developments  must  be  relegated  to  the  limbo  of  untraceables. 


CHxVPTER  XVII 


SHIPPING  AND  SHIPBUILDING 

The  effect  of  the  War  on  shipping  and  shi])building  may  be  sum- 
marized in  four  periods.  The  first  effect  of  the  outbreak  of  hostilities 
in  1911  was  a brief  depression  due  to  the  temjiorary  decline  of  trade 
and  parah’sis  of  merchant  shi})building,  which  was  not  then  recog- 
nized as  an  essential  war  activity.  Then  came  a period  of  intense 
demand  for  shipping,  while  tonnage  dwindled  under  the  submarine 
attacks.  This  lasted  until  the  American  government  shipbuilding 
program  got  well  under  way  early  in  1918.  iMerchant  ship  construc- 
tion in  England  fell  far  below  normal,  since  labor  and  materials  were 
severely  limited  and  were  heavily  j)reempted  by  naval  construction. 
Not  until  1918  did  it  recover  nearly  to  its  pre-war  volume.^  And  con- 
struction in  this  country  increased  little  until  1917.“  In  that  year 
our  3’ards  had  the  novel  experience  of  building  shi])s  for  foreigners 
to  the  number  of  II,  with  a total  gross  tonnage  of  about  125,000. 

d'he  actual  war-casualties  of  American  shi])})ing — the  direct  occa- 
sion of  our  entering  the  War — were  a minor  item  in  the  total  of  war 
costs  on  shipping  account.  The  total  “losses  bv  enemy  action”  from 
August  1,  1911,  to  the  armistice  amounted  to  115  ves,sels  totaling 
322,916  tons  gross  register.®  Total  losses  of  allied  and  neutral  coun- 
tries were  about  thirty-six  times  as  great. ^ Even  at  war-time  costs  of 
construction,  the  value  of  these  American  shijjs  lost  must  have  been 
l)clow  $100,000,000,  and  the  value  of  cargoes  possibly  an  equal 

^ See  Fayle,  The  War  and  the  Shipping  Industrie  Carneo’ie  Endowment; 
“Economic  and  Social  History  of  the  World  War,”  Britisli  Series,  1927,  j)}). 
17,  21.5— 2.51.  Cf.  also  Statement  of  Idoyd  George  to  House  of  Commons,  Au- 
gust IG,  1917.  Rej)rinted  in  Clark,  Hamilton  & Moulton,  Readings  in  the 
Economics  of  War,  Chicago,  1918,  pj).  368-369. 

^Statistical  Abstract  of  the  United  States,  1920,  p.  369.  figures  for  sea- 
board construction.  Building  in  1915  was  low,  1916  sliowed  about  30  per  cent 
increase  but  less  than  1913  and  1911,  1917  more  than  doubled  the  record  of 
1916,  1918  more  than  quadruj)led  it,  1919  exceeded  it  twelvefold  and  1920 
between  fourteen-  and  fifteen-fold. 

^Report,  United  States  Shipping  Board,  1919,  p.  37.  .Salter’s  estimate  is 
339,069  gross  tons.  .See  Allied  Shipping  Control,  ]ip.  355-359. 

* Salter,  Allied  Shipping  Control,  pp.  355-359. 
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amount.  There  was  also  loss  of  life,  but  the  total  numbers  were  so 
small  as  to  have  no  perceptible  effect  on  the  estimates  alread}’  made 
of  war  mortality,  with  their  large  margins  of  uncertainty.  The  losses 
of  ships  from  enemy  action  were  considerably  smaller  than  losses  due 
to  ordinary  marine  risks.  From  these  latter  causes  we  lost  in  the  same 
})criod  278  vessels  totaling  405,4()0  gross  tons:  many,  of  course,  in 
trades  not  exposed  to  submarine  attack.  In  April,  1918,  American 
and  Rritish  building  began  to  outstrip  losses  and  ushered  in  the 
])criod  of  rapid  increase  in  tonnage  as  shown  in  the  accompanying 
chart.® 


ALLIED  AND  NEUTRAL  SEAGOING  TONNAGE 


Lost  and  Built 


Thousands  of 
gross  tons 


CHART  XVI. 

Allied  and  Ncntral  Seagoing  Tonnage 
Lost  and  Built. 

At  the  end  of  fighting,  the  American  building  program  was  still  in 
its  carlv  stages  and  it  continued  to  pour  out  millions  of  tons.  With 
the  transfer  of  German  ships  to  the  Allies  and  Germany’s  ra])id 
building  to  replace  these  losses,  the  result  was  an  enormous  oversu])- 
])lv  of  tonnage  and  a long  dc})ression  both  in  shipping  and  in  shi])- 
building.  American  shipbuilding  remained  well  below  j)re-war  levels 

® From  IVar  Iiuliisirics  Board  Price,  Rulletin  No.  3,  p.  31.  Cf.  also  Clark, 
Hamilton  N Moulton,  op.  cit.,  p.  37G. 
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from  1924  through  1927.  Since  then  the  stimulus  of  federal  loans 
and  mail  contracts  has  brought  about  some  increase. 

The  rivalry  of  the  various  shipping  nations,  es])ecially  in  the  con- 
tinued building  of  special  types  such  as  tankers,  has  provided  a fair 
volume  of  business  for  the  shipyards,  though  less  than  the  pre-war 
rate  of  activity.  But  while  this  has  mitigated  the  depression  for  the 
shipyards,  it  has  at  the  same  time  j)rolonged  and  emphasized  the 
oversupply  of  general  shipping  resulting  from  the  War.  As  it  has 
turned  out,  the  type  of  ship  which  the  War  called  forth  in  such 
great  numbers  is  not  the  one  which  the  demands  of  post-war  trade 
would  have  naturally  called  into  being  as  the  dominant  type.  It  is 
the  “tram})  freighter”  tv}je,  whereas  ocean  trade  since  the  War  has 
been  coming  increasingly  into  the  hands  of  com})anies  o})erating 
regular  lines,  with  vessels  of  larger  size  and  finer  character.  This,  of 
course,  increases  the  sur})lus  of  idle  “tram])”  tonnage,  and  em})ha- 
sizes  the  economic  wastefulness  of  the  war-time  construction. 

The  extreme  war  demand  for  shi])])ing  did  not  long  survive  the 
^V  ar  itself.  The  trans])orting  and  maintaining  of  our  own  forces 
abroad  constituted  a demand  which  absorbed,  at  its  ])eak  in  Janu- 
ary, 1919,  over  3^2  million  deadweight  tons  of  shi])})ing,  largely 
American.®  This  was  ])robably  not  far  below  the  amount  actually 
turned  out  U|)  to  that  time  under  the  L'nited  States  Shi})building 
Cor])oration.  This  fleet  dwindled  more  ra|)idly  than  it  had  grown : in 
four  months  it  had  decreased  by  nearly  half ; and  two  months  later 
the  heavy  ])art  of  our  return  troo])  movement  was  |)racticallv  over, 
only  133,000  men  being  left  in  France.”  IMeanwhile  the  American 
shi})building  })rogram  went  on  of  its  own  momentum,  des})ite  such 
cancellations  as  were  found  ])racticable,  deliveries  reaching  their 
])eak  in  Se])tember,  1919,  with  810,386  deadweight  tons.  The  con- 
struction ])rogram  came  to  an  end  in  IMay,  1922,  with  total  deliveries 
of  13,627,311  deadweight  tons  (or  ])ossihly  9 million  gross  tons), 
the  greater  ])art  of  which  was  idle.  The  vessels  built  or  acquired  by 
the  Shi])])ing  Board  totaled  14,706,217  deadweight  tons.® 

The  effect  of  this  on  the  world’s  shi])])ing  su|)])lv  was  enormous, 
increased  as  it  was  by  ]iost-war  building  in  other  countries.  In  1919 
the  world’s  ocean  shi])])ing  was  only  very  slightly  greater  than  in 

® See  Ayres.  77ie  Jf'nr  xc'ifh  Germany,  pp.  37,  39,  ID. 

’’  Ibid.,  p.  15. 

® Report,  United  States  Shipping  Board,  1929,  ]>p.  12G-127. 
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191-i.  But  by  1923  it  was  36  per  cent  greater.®  More  than  two-thirds 
of  this  increase  was  American.  iNIeanwhile  demand  liad  fallen  off,  be- 
ing estimated  at  80  per  cent  to  85  per  cent  of  the  pre-war  level.  The 
result  was  registered  in  9 million  gross  tons  of  idle  shipping  out  of  a 
total  of  57.9  million  gross  tons  for  the  world  as  a whole  in  1923.  This 
also  implies  reduced  cargo  work  for  the  shipping  which  remained  ac- 
tive. Of  the  idle  shipping  about  5y^  million  gross  tons  were  Ameri- 
can.^® By  1928  the  total  idle  tonnage  had  fallen  to  about  4)^/3  million 
gross  tons  of  which  nearly  3 million  was  American,  and  some  2 mil- 
lion belonged  to  the  Shipping  Board. 

America  had  gained  what  many  Americans  had  earnestly  desired : 
a merchant  ffeet  commensurate  with  its  commerce,  and  a candying 
trade  more  or  less  commensurate.  Our  ocean  fleet  had  lea])ed  upward 
from  1.8  million  gross  tons  in  1914<  to  12.1;  million  in  1923,  second 
only  to  Great  Britain’s  19  million  and  between  three  and  four  times 
the  tonnage  of  the  next  largest  national  ffeet.  Deducting  idle  ton- 
nage, our  active  fleet  was  still  over  7 million  gross  tons  against  Great 
Britain’s  18  million,  and  was  twice  as  large  as  that  of  any  other 
countr}’.  This  relative  position  we  have  approximately  maintained. 
Our  total  tonnage  has  shrunk  but  our  active  tonnage  has  increased 
to  about  7%  million.  The  remaining  idle  tonnage  may  well  be  rated 
as  for  the  most  part  obsolete  and  no  longer  worth  keeping  in  the  lists 
of  world’s  merchant  tonnage.  ]\lany  of  these  ships  were  admittedly 
not  adapted  to  the  commercial  demand— especially  the  wooden  ships, 
which  were  a war  measure  pure  and  simple  and  were  early  disposed 
of.  And  others  have  been  economically  impracticable  from  the  first. 
iNIany  more  simply  were  not  needed. 

By  June,  1929,  the  Shipping  Board  had  gotten  rid  of  nearly  10 
million  deadweight  tons,  and  still  held  4,850,837  tons,  of  which  only 
2 million  tons  were  active.  Thus  the  Shipping  Board  holds  a reserve 
of  nearly  2.8  million  deadweight  tons  or  possibly  1.8  million  gross 
tons  of  idle  shipping,  some  of  which  at  least  is  potentially  serviceable 

® E.  S.  Gregg,  in  Recent  Economic  Changes,  p.  309.  Figure  for  1919  from 
Statistical  Abstract  of  the  United  States. 

Gregg,  op.  cit.,  p.  310.  Tliese  figures  for  world  shi])ping  are  in  gross 
register  tons,  whereas  the  previous  figures  for  the  American  war  huilding 
l)rogram  were  in  deadweight  tons.  A sliip  of  5.000  tons  gross  register  might 
typically  rate  at  from  7,500  to  9,000  tons  deadweight.  The  latter  is  a meas- 
ure of  actual  cargo  caj)acity. 
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even  though  out  of  date.  Of  the  vessels  sold  in  the  3’ears  191213-28,  in- 
clusive, something  like  135  per  cent  were  scrapped  and  the  rest  went 
into  private  employment.  The  question  has  been  raised  whether  there 
should  not  have  been  more  scrapping.^  The  Board  has  been  criticized 
by  private  shipowners  for  keeping  this  idle  tonnage  and  throwing  it 
into  the  market  whenever  a strengthening  of  demand  afforded  an 
opportunity.  This,  it  was  claimed,  tended  to  perpetuate  a demoral- 
ized rate  situation  b}'  a variety  of  conq)etition  no  commercial  con- 
cern could  afford. 

The  War  was  the  last  great  day  of  the  tramp  freighter.  Since 
then,  its  importance  has  declined  relative  to  the  liner.  And  it  is  the 
liner  that  receives  the  public  assistance  in  the  form  of  mail  contracts : 
a fact  which  of  course  strengthens  any  tendency  there  may  be  in  that 
direction.  Thus  we  have  a rather  paradoxical  situation.  The  legacy 
of  a huge  fleet  built  for  war  pur])oses  has  })recipitated  us  into  a })osi- 
tion  in  which  a strong  urge  toward  public  assistance  has  been  inevi- 
table in  order  to  give  our  marine,  now  that  chance  has  forced  one 
upon  us,  a tenable  economic  position.  Yet  the  war-time  ships  are 
largely  unsuitable  to  this  post-war  demand,  and  fresh  construction 
is  called  for. 

Some  slight  degree  of  subsidy  might  have  been  afforded  by  selling 
the  Shipping  Board  vessels  at  materially  less  than  the  prevailing 
market  price,  but  this  does  not  seem  to  have  been  done  to  anv  con- 
siderable extent.  Indeed  the  collapse  of  marine  values  to  $30  to  $40 
per  deadweight  ton  in  1923  left  little  room  for  large  aid  bv  this 
method.  The  Ship])ing  Board  vessels  cost  the  Government  from 
about  $60  per  deadweight  ton  up  to  the  neighborhood  of  $300. The 
$60  is  typical  of  contract  costs  on  vessels  which  were  requisitioned 
unfinished,  while  the  $300  re])resents  a rather  extreme  war  figure. 
The  whole  budget  of  the  Shij)])ing  Board,  spread  over  the  total  ton- 
nage acquired,  gives  a com])rehensive  cost  in  the  neighborhood  of 
$250  ]5er  deadweight  ton,  though  costs  of  construction  alone  were 
nearer  $200,  equivalent  to  perhaps  $300  per  gross  ton.  Present  con- 
struction costs  in  American  yards  run  in  the  neighborhood  of  $400 
per  gross  ton  for  vessels  of  a faster  and  more  expensive  type,  mainly 
combination  passenger  and  freight  ships. 

“ Ih}(L,  ]).  313. 

'^Crowell,  Government  War  Contracts,  Carnegie  Endowment;  “Prelimi- 
nary Studies  of  the  World  War,”  No.  25,  1920,  pj).  201-205. 
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The  Shipping  Board  seems  to  have  been  slow  in  following  the 
market  downward,  keeping  its  jjrices  at  first  above  the  declining 
market  level,  and  so  not  only  preventing  large  sales  but  handicap- 
jjing  the  purchasers,  with  the  result  that  some  failed,  and  ships  came 
back  on  its  handsd^  Some  of  the  earlier  sales  were  made  at  prices 
above  $200  per  deadweight  ton,  but  it  was  one  thing  to  fix  such  a 
price  and  another  thing  to  collect  it  in  time  payments  from  the  pur- 
chaser. Actual  receii^ts  from  the  bulk  of  sales  (which  may  differ  con- 
siderably from  nominal  prices)  have  ranged  typicall}^  around  $25 
per  deadweight  ton,  while  the  remaining  fleet  stood  on  the  Shipping 
Board  books  in  June,  1929,  at  an  average  valuation  of  about  $16 
per  ton.^“  In  view  of  the  age  and  character  of  the  ships,  these  values 
may  not  be  materially  below  the  general  market  level,  though  they 
represent  an  abnormally  large  dej)reciation  from  original  cost. 

The  Merchant  Marine  Act  of  1920  contained  various  forms  of  in- 
direct assistance  to  shipping  and  shipbuilding,  most  of  which  have 
apparently  been  ineffective  or  allowed  to  remain  dead  letters.^® 
Loans  to  aid  construction,  and  mail  contracts,  were  })rovided  for, 
and  these  have  been  carried  further  under  the  Act  of  1928.  These, 
the  most  effective  forms  of  aid,  have  naturall}"  applied  to  new  con- 
struction of  vessels  adapted  to  line  service.  The}'  have  not  served  as 
means  of  redeeming  the  war-time  shipping  from  wasteful  idleness : 
they  can  only  be  urged  on  grounds  of  salvaging  and  perpetuating 
the  commercial  position  in  which  the  war  shipping  placed  us.  The 
idle  ships  themselves  seem  to  be  waste  in  any  case. 

It  is  worth  noting  that  the  best  of  our  ships  seem  to  gravitate  to 
the  protected  trade  from  coast  to  coast  through  the  Panama  Canal. 
The  movement  of  American  vessels  through  the  canal  has  grown 
enormously  since  the  War,  taking  a huge  jump  upward  in  1923.  It 
suffered  a decline  during  1916,  but  in  1918  it  was  back  at  the  level 
of  1915,  and  by  1927  it  had  multiplied  eightfold.  This  increase 
has  absorbed  a very  appreciable  part  of  our  ocean-going  tonnage, 
largely  in  coastwise  trade.  xVnd  since  our  total  employed  tonnage  has 
been  about  holding  its  own  relative  to  that  of  other  countries,  it 
would  ap])ear  that  our  shijiping  engaged  in  the  competitive  high- 

See  CJregg,  “Failure  of  the  Mcrcliant  Marine  Act  of  1920,’’  Amer.  Econ. 
Rev.,  XI,  ()02-G0.‘}.  December,  1921. 

'■'  Report,  United  States  Shipping  Board,  1929. 

Gregg,  “Failure  of  the  l\Ierchant  Marine  Act  of  1920,”  op.  cit.,  pp. 
001-608. 
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seas  trade  has  been  slowly  declining  des})ite  some  increase  in  our 
total  shipping.  This  situation  has  not  yet  reached  a stalde  equilib- 
rium. It  remains  to  be  seen  whether  the  present  policy  of  loans  and 
mail  contracts  will  jjroye  an  adequate  su])port.  And  so  far  as  it  is 
dependent  on  this  kind  of  aid,  our  enlarged  merchant  marine  is  far 
from  an  unmitigated  economic  gain.  We  are  subsidizing  construction 
which  costs  us  around  $400  per  gross  ton  to  conqjete  with  foreign 
ships  in  a rather  strenuous  rivalry. 

IV  orld  shi})building  has  naturally  been  de})ressed  following  the 
immediate  post-war  increases  in  certain  countries.  For  the  four 
3’ears  1923-26  inclusive,  it  averaged  about  70  per  cent  of  the  pre- 
war rate.  American  building  has  done  somewhat  better  than  this, 
averaging  nearly  80  per  cent  of  its  pre-war  rate  for  the  years  1924— 
27  inclusive;  but  the  showing  would  not  be  so  good  if  the  ])re-war 
period  were  extended  back  of  1910,  as  the  years  1906—8  were  years 
of  very  large  construction.  Construction  on  the  Atlantic  coast  has 
fallen  off  heavily,  that  on  the  Pacific  coast  has  slightly  more  than 
held  its  own,  that  on  the  Great  I^akes  has  declined  slightly,  and  that 
on  western  rivers  has  considerably  increased.  In  general,  temporary 
stabilization  has  been  reached  at  a level  below  that  of  the  immediate 
pre-war  period,  leaving  the  war  increase  of  plant  ca]iacity  to  be 
scra])ped  or  stand  idle  and  most  of  the  three  hundred  thousand  war- 
time shipbuilders  to  find  other  employment. 

In  conclusion,  does  the  shipping  and  shijibuilding  situation  here 
outlined  represent  a national  asset  or  a national  liability.^  Are  the 
ships  still  held  by  the  Shipping  Hoard  worth  the  $16  per  ton  at 
which  they  are  yalued,  or  are  they  perhajis  a net  liability  as  long  as 
the  idle  ones  inyolye  some  maintenance  outlays.^  Are  the  other  capi- 
tal assets  of  the  Shipping  Board  worth  their  book  value  (which  con- 
siderably exceeds  that  of  the  ships)  or  would  this  capital  be  of  more 
service  if  released  to  other  uses.^  W ere  the  vessels  sold  worth,  to  the 
purchasers,  the  prices  paid.^  And  if  they  were  worth  something  to 
the  purchasers,  did  this  value  merely  represent  the  o]iportunity  to 
take  away  from  others  freight  which  these  others  had  the  capacity  to 
handle  in  any  case,  and  could  haye  handled  more  economically  if 
there  had  been  fewer  ships  with  fuller  cargoes? 

Final  and  accurate  answers  to  these  questions  are  not  to  be  had. 
On  the  credit  side  there  is  the  ])robability  that  the  abnormally  low 
ocean  freight  rates  which  haye  prevailed  have  stimulated  some  com- 
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nierce  which  might  not  otherwise  have  moved.  On  this  there  may  be 
some  “consumers’  or  producers’  surplus”  to  be  reckoned  with  as  a 
net  gain;  the  commerce  was  worth  more  to  someone  than  the  freight 
rate  or  else  it  would  not  have  moved.  On  the  other  hand,  it  was  not 
worth  very  much  more  than  the  freight  rate  or  else  it  would  not  have 
required  cutthroat  rates  to  move  it.  Aside  from  this,  the  low  freight 
rates  are  a gain  to  the  shippers  at  the  expense  of  the  carriers.  And 
the  sharing  of  a limited  tonnage  among  more  vessels  than  are  rea- 
sonably needed  to  carry  it  represents  a real  loss  in  efficiency. 

It  would  seem  reasonable,  also,  to  charge  some  interest  on  the 
]:>ost-war  commercial  assets  of  the  Shipping  Board,  and  add  this  to 
the  operating  deficits.  A fair  scheme  would  seem  to  be  to  charge  in- 
terest on  the  selling  price  of  assets  which  have  been  sold,  for  the  pe- 
riod during  which  they  were  held ; and  interest  on  the  book  value  of 
assets  remaining.  This  might  add  a matter  of  $150,000,000,  more  or 
less,  to  the  cost  of  the  War  on  account  of  shipping. 

All  in  all,  it  appears  probable  that  there  is  a liability  balance  in 
the  post-war  shipping  situation ; certainly  from  the  standpoint  of 
world  economy  if  not  from  that  of  American  national  economv.  This 
means  that  the  three  billions  and  more  actually  spent  fall  short  of 
measuring  the  social  cost  of  the  War  on  ship])ing  account. 

The  W ar  also  had  its  effect  on  the  traffic  of  our  inland  Avaterways. 
Tonnage  on  the  Great  Lakes,  as  represented  in  freight  movements 
through  the  Sault  Ste  Marie  canals,  reached  a peak  in  1916  which  it 
has  never  since  quite  equaled.  The  depression  of  1921  struck  this 
traffic  with  ])eculiar  severity,  reducing  it  to  less  than  53  per  cent  of 
the  1916  peak.  It  subsequently  recovered  to  about  the  1918  level, 
and  well  above  that  of  any  years  prior  to  1916.  The  chief  decline  has 
been  in  lumber. 

The  War  brought  the  Federal  Government  into  the  business  of 
hauling  freight,  mainly  on  the  lower  IMississippi  and  Warrior  rivers, 
also  to  a slight  extent  in  intracoastal  service  and  for  a short  period  on 
the  New  York  Barge  Canal.  On  the  IVIississippi  and  Warrior  rivers 
— the  latter  serving  the  Birmingham  coal  and  iron  district — the 
attempt  has  been  to  demonstrate  the  economic  ])racticability  of 
barge  traffic  with  modern  tv])es  of  cqui]nnent,  which  the  Federal 
Barge  lanes  installed.  Thus  the  avowed  aim  is  to  stimulate  private 
business.  On  the  Warrior  River  the  traffic  of  the  federal  lines,  after 
growing  to  ncarlv  400.000  tons  in  1927,  has  declined  to  254,555  tons 
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in  1929.  In  the  meantime,  however,  the  Tennessee  Coal  and  Iron 
Company  has  begun  using  the  river  for  the  hauling  of  its  own  prod- 
ucts. On  the  Mississippi  the  traffic  of  the  Uederal  lines  grew  to 
1,555,000  tons  in  1928,  but  declined  to  about  1,100,000  tons  in 
1929.  In  no  case  was  there  any  significant  increase  during  the  War 
itself,  and  the  Federal  equipment  was  not  sufficiently  develo])ed  to 
produce  substantial  results  until  1920  or  1921,  while  even  at  the  lat- 
ter date  terminal  develojDinents  were  inconq)lete.  It  might  be  said 
that  in  this  case  the  War  furnished  the  occasion  for  an  economic  ex- 
joeriment  which  had  little  bearing  on  the  furthering  of  the  War  it- 
self, but  was  mainly  for  the  benefit  of  future  transportation  and  for 
proving  the  worth  of  the  channel  improvements  already  made  by  the 
Government.  On  the  lower  ^Mississippi  (from  ^Memphis  to  New  Or- 
leans), there  has  been  during  this  period  a very  great  development 
of  private  business,  the  total  traffic  between  ^'icksburg  and  New 
Orleans  increasing  from  2,100,000  tons  in  1917  to  over  11,000,000 
tons  in  1926,  in  which  year  the  Federal  lines  on  the  i\Iississip])i  car- 
ried a total  of  slightly  over  1,000,000  tons. 

Tlie  Federal  Barge  Lines  were  under  the  Federal  Railroad  Ad- 
ministration while  it  was  in  operation  and  were  then  transferred  to 
the  War  Department.  In  1921  the  service  was  placed  in  the  hands  of 
a publicly  owned  corporation,  and  has  since  then  showed  better  op- 
erating results.  Both  the  Federal  Railroad  Administration  and  the 
W ar  Department  showed  operating  deficits  of  about  $1,000,000  per 
year,  covering  tlie  first  seven  years  of  federal  operation.  The  first 
whole  year  under  the  corporation  still  showed  a large  deficit,  but  a 
surplus  appeared  in  1926  and  1928.  Deficits  apjieared  in  1927  and 
1929,  due  to  the  burden  of  the  recently  established  service  in  the 
iqiper  iMississip])i.  From  1925  to  1929  the  corporation  has  had  an 
average  net  income  of  $81,892.39  per  year,  though  1929  showed  a 
deficit  of  $109,728.93  after  deducting  depreciation.  The  lower  IMis- 
sissip])i  seryice  (where  goyernmental  stimulus  is  least  needed)  has 
regularly  showed  net  earnings,  carrying  the  deficits  on  the  other 
seryices.  These  figures  take  no  account,  of  course,  of  interest  and 
taxes  on  the  investment,  amounting  in  1929  to  about  $18,000,000  in 
plant  and  equipment,  or  nearly  $21,000,000  of  total  assets.^®  Taking 
these  into  account,  even  the  lower  IMississippi  lines  would  not  appear 

^®  For  these  figures  see  Hines,  op.  cit.,  p.  150,  and  Annual  Reports  of  In- 
land Waterways  Corporation. 


256  COSTS  OF  WORLD  WAR  TO  AMERICAN  PEOPLE 


a lucrative  investment.  A fair  charge  for  these  elements  for  the  whole 
period  from  1918  through  1929  would  bring  the  total  sacrifice  up  to 
more  than  $20,000,000  on  the  whole  service.  The  sacrifice  in  1929 
would  amount  to  fifty  cents  or  more  }>er  ton  of  freight  handled,  in 
addition  to  freight  earnings  amounting  to  approximately  $3.00  })er 
ton. 

Further  caj:)ital  items  for  the  benefit  of  the  service  include  munici- 
pally built  terminals,  and  of  course  the  channel  improvements  paid 
for  by  the  Federal  Government.  Eighteen  cities  on  the  i\Iississi])pi 
have  terminals  built  or  building  representing  an  investment  of  some- 
thing like  $25,000,000. Where  the  federal  lines  make  use  of  these, 
compensation  is  paid  on  a scale  which  is  stated  as  affording  am})le 
return  “wherever  freight  flows  freely  over  them.”^®  The  implication 
seems  clear  that  not  all  the  municipal  terminals  have  i^roved  prof- 
itable, though  some  are  stated  to  have  earned  good  returns. 

It  is  probably  impossible  to  estimate  how  much  of  the  increase  in 
river  traffic  is  the  result  of  these  federal  activities,  and  only  a de- 
tailed study  of  the  very  varied  traffic  would  afford  a basis  for  estimat- 
ing the  benefits  received  by  shippers,  producers,  and  others  in  excess 
of  freight  rates  paid.  In  general,  where  such  a large  volume  of  traffic 
lias  been  developed,  there  is  a fair  possibility  tliat  the  benefits  may 
be  worth  the  sacrifices  incurred.  In  any  case,  the  sacrifices,  and  what- 
ever benefits  have  siirung  from  them,  are  among  the  incidental  re- 
sults of  the  War. 

Annual  Report  of  Inland  Waterioays  Corporation,  1929,  pp.  10—11. 

Ihid.,  p.  21. 
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THE  NORTHEllN  :\IIGRATION  OE  XECHIOES 

One  of  the  definite  effects  of  the  War  was  a wave  of  netrro  inia'ration 
to  northern  industrial  cities,  which  has  resulted  in  an  approximate 
doubling  of  the  pre-war  negro  po})ulation  of  the  northern  states. 
Between  1915  and  1925  the  northern  negro  ])opulation  increased  by 
probably  something  like  a total  of  700,000  in  excess  of  the  pre-war 
rate  of  increase.  Between  1915  and  1928  it  is  estimated  that  some 
1,200,000  negroes  moved  north,  though  not  all  of  them  remained.^ 
In  1910  the  northern  negro  po})ulation  was  1,036,000,  and  for  the 
previous  decade  it  had  been  increasing  at  the  rate  of  about  16,000 
per  year.  In  1916  the  first  wave  of  war  migration  started,  and  by 
1920  the  northern  negro  population  had  grown  to  1,551,000,  indi- 
catiiiiT  a movement  of  well  over  400,000  in  five  years.  Local  school 
censuses  and  test  counts  ])oint  to  the  conclusion  that  this  rate  of  in- 
crease was  maintained,  or  nearly  maintained,  in  the  next  five  years." 
And  since  the  rural  negro  ])opulation  of  the  northern  states  has  been 
actually  declining,  it  can  be  said  that  the  whole  movement,  or  more, 
went  to  the  cities. 

In  the  meantime,  while  the  total  negro  ])opulation  of  the  south 
still  showed  a slight  increase  between  census  years,  the  increase  was 
so  small  as  to  make  it  probable  that  there  was  an  actual  decrease 
from  1916  on.  And  the  rural  population  showed  a decrease,  even 
from  1910  to  1920,  indicating  a larger  decrease  from  1916  on. 
Southern  negroes  also  are  moving  cityward. 

The  causes  of  this  moyement  are  largely  economic,  though  ])artly 
of  other  sorts.  Cotton  growing  was  facing  difficulties.  The  rayages  of 
the  boll  weeyil  were  increasing  during  the  war  years,  reaching  their 
height  in  1920-21  and  causing  heayy  reductions  in  yield  per  acre. 
Social  conditions  in  the  south  also  created  restlessness,  and  the  de- 
yelopinent  of  negro  j:)ubllcations  tended  to  intensify  this  and  make  it 

^ Charles  S.  Johnson,  “The  Cliancjing  Economie  Status  of  the  Negro,”  An- 
nals of  the  American  Academi/  of  Political  and  Social  Science,  CXXXX,  1.31, 
November,  1928. 

^ Charles  S.  Johnson,  The  Negro  in  American  Civilisation,  p.  17.  Figures 
for  1900,  1910,  and  1920  are  from  the  United  States  Census. 
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more  articulate.  But  the  opportunity  for  the  great  exodus  was  cre- 
ated by  the  demand  for  labor  in  northern  industries  brought  about 
by  the  War,  coupled  with  the  virtual  disappearance  of  immigration 
from  abroad.  Changes  in  the  northward  movement  of  negroes  have 
been  definitely  correlated  with  changes  in  foreign  immigration,  in- 
creasing when  it  fell  off,  and  "vice  versa?  They  have  thus  constituted 
a small  and  j^artial  offset  to  the  changes  in  the  larger  movement  of 
foreign  labor  to  our  industrial  centers. 

The  northward  movement  came  in  two  waves,  with  the  depression 
of  1921  intervening.  For  the  first  wave,  the  demands  of  war  produc- 
tion may  claim  a large  share  of  the  responsibility ; for  the  second  the 
War  can  still  be  held  responsible,  via  the  sharp  curtailment  of  immi- 
gration which  followed  it,  and  which  it  may  be  said  to  have  preci})i- 
tated.  Both  the  restriction  of  immigration  and  the  northward  move- 
ment of  negroes  might  have  come  later  in  any  case,  but  the  War 
certainly  hastened  and  intensified  both  changes. 

One  economic  effect  has  been  to  raise  the  material  standard  of  liv- 
ing of  the  negroes,  both  those  who  went  north  and  those  who  re- 
mained behind.  This  is  partly  offset  by  the  increase  in  material  needs 
resulting  from  the  change  to  the  more  rigorous  climate  of  the  north, 
and  from  rural  to  city  living  conditions.  It  is  estimated  that  the  cost 
of  the  New  York  citv  government,  as  indicated  in  the  1931  budget, 
lays  a burden  of  $434  on  an  average  family  of  five — more  than  the 
entire  annual  income  of  many  rural  families.  Indeed,  the  increase  in 
material  wants  and  cx])enses  due  to  city  living  conditions  is  one  gen- 
eral offset  to  the  increased  per  capita  income  which  our  population 
as  a whole  has  been  enjoying.  After  all  due  allowance  has  been  made 
for  this,  however,  a material  raising  of  standards  of  living  remains. 

The  effect  of  the  exodus  on  the  condition  of  the  southern  negro 
seems  to  have  been  wholly  for  the  better.  There  were  attemjits  to 
keep  negroes  at  home,  and  to  prevent  y)ro]iaganda  and  recruiting 
for  the  northward  movement ; but  these  seem  to  have  exercised  slight 

® Jolinson,  The  Negro  in  American  Civilizaiion,  p.  .30. 

* In  a moiiograpli  entitled  The  Mohility  of  the  Negro,  sliortlv  to  appear 
in  the  “Columbia  University  Studies,”  Mr.  E.  E.  Lewis  of  Howard  Univer- 
sity undertakes  to  deterniitie  the  relative  inpiortanee  of  the  two  main  elements 
nnderlving  the  negro  exodus  from  the  southeastern  region,  using  methods  of 
statistical  correlation.  He  concludes  that  the  ))ush  of  bad  agricultural  condi- 
tions outweighed  the  pull  of  industrial  opportunity,  for  the  region  covered  by 
his  studies.  He  deals  with  the  exodus,  without  regard  to  destination. 
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restraining  effect.®  The  actual  decline  of  the  rural  negro  population 
created  a serious  labor  shortage;  and  the  effort  to  combat  this  took 
its  more  permanent  and  signiffcant  form  in  efforts  to  improve  condi- 
tions. Wages  rose,  naturally,  but  there  was  also  a general  formation 
of  interracial  committees  for  the  promotion  of  closer  and  more  har- 
monious relations  and  the  removal  of  grievances. 

Hundreds  of  these  committees  have  been  formed,  under  the  leader- 
ship of  the  Commission  on  Interracial  Coo})eration.  As  a result,  to- 
day “intelligent  white  and  colored  men  know  more  about  each  other 
than  at  any  time  since  the  Civil  War.”  The  committees  are  working 
for  legislation,  schools,  civic  improvements,  more  efficient  police  j>ro- 
tection  (an  element  in  the  prevention  of  mob  violence),  hospitals,  and 
“the  elimination  of  petty  injustices  and  discriminations  that  are  the 
worst  feature  of  the  race  stuation  in  the  south.”® 

Another  effect  of  the  changing  conditions  has  been  to  hasten  the 
decline  of  the  plantation  system  in  southern  agriculture,  with  its 
perpetuation  of  semidependent  conditions  for  the  negro  cultivators. 
Tlie  ultimate  effect  may  well  be  to  stimulate  the  development  of  the 
more  diversified  agriculture  of  which  the  south  stands  in  so  much 
need.  In  general,  the  position  and  treatment  of  the  negro  in  the 
south  appear  to  have  materially  improved. 

In  the  north,  aside  from  increased  wages,  the  results  of  the  move- 
ment were  not  so  uniformly  favorable.  The  increased  industrial 
competition  and  general  friction  between  the  races  led  to  trouble,  in- 
cluding bloody  race  riots  in  East  St.  Louis,  Chicago,  and  elsewhere. 
Tlie  living  quarters  the  negroes  were  able  to  find  were  naturallv  in 
the  least  desirable  sections  of  the  towns — sometimes  in  vicious  dis- 
tricts. Congestion  at  first  was  often  quite  serious.  As  tlie  black  belts 
formed  and  extended  their  boundaries,  there  was  wides])read  unset- 
tling of  real  estate  values.  Residential  segregation  of  the  races  was 
undoubtedly  sharpened,  since  one  or  two  negro  families  in  a white 
district  now  constituted  a more  serious  menace  than  formerly,  and 
stimulated  efforts  to  secure  their  removal  for  the  jirotection  of  the 
character  of  the  district.  Near  the  borders  of  an  existing  “black 

® See  Emmett  J.  Scott,  Negro  Migration  during  the  War,  Carnegie  En- 
dowment for  International  Peace;  “Preliminary  Economic  Studies  of  the 
War,”  No.  Ifi,  esiieciallv  Chapter  VII. 

® Will  W.  Alexander,  The  Negro  in  the  Neiv  South,  Annals,  CXXXX. 
152. 
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belt”  this  was  a much  more  serious  matter,  and  methods  of  protec- 
tion were  less  refined.  As  the  advance  guard  of  the  negroes  secured  a 
definite  foothold,  values  fell  heavily,  followed  often  hy  some  measui’e 
of  recovery  as  the  district  was  aljandoned  to  the  colored  residents. 

The  northward  movement  has  definitely  hrougiit  the  negro  into 
industrial  emplo3unents.  One  unfortunate  element  was  the  fact  that 
the  first  entr^'  of  negroes  was  often  made  in  the  capacity''  of  strike- 
breakers, with  the  natural  result  in  the  form  of  intensified  hostility 
and  resistance.  “Steel  workers  in  Pittsburgh  increased  from  less  than 
100  in  five  })lants  in  1910  to  16,900  in  23  plants  in  1923 — 21  per 
cent  of  all  steel  workers  in  the  district.  Ten  per  cent  of  all  iron 
molders  in  Chicago  are  Negroes.  In  Detroit,  there  were  11,000 
Negro  workers  in  the  Ford  plant,  before  its  remodeling  for  the  new 
F’ord  car,  and  about  the  same  proportion  in  the  present  organi- 
zation.’” 

One  result  of  the  movement  has  been  a reduction  in  employment 
of  negro  women  and  children.  IMan}"  women  formerly  working  on  the 
soil  are  now  not  listed  as  gainfully  employed.  Families  moving  into 
northern  states  were  forced  to  keep  their  children  in  school,  though 
improved  conditions  in  the  south  are  also  responsible  for  the  marked 
decrease  of  negro  child  labor. 

Though  the  negroes  earn  low  wages,  the}'  seem  to  be  in  general  no 
less  self-sustaining  than  the  foreign-born  whites,  as  judged  by  the 
percentage  in  almshouses.  This  }>ercentage  is,  however,  heavily  con- 
centrated in  the  northern  states,  indicating  that  the  2 million  and 
more  of  negroes  who  are  attempting  to  gain  an  economic  foothold  in 
these  states  do  constitute  a de])endenc}'  problem  out  of  all  propor- 
tion to  their  numbers.®  On  the  other  hand,  “the  INIetropolitan  Life 
Insurance  Company  alone  has  2,500,000  Negro  policy  holders,  over 
one-fifth  of  the  entire  negro  po])ulation,  representing  eventual  assets 
close  to  a billion  dollars.”® 

Another  phase  of  the  movement  is  the  stimulus  given  to  the 
struggle  of  the  negro  for  recognition  in  the  ranks  of  organized  la- 
l)or.  Negroes  liave  gained  a foothold  in  labor  unions,  but  are  rather 
typically  kc])t  in  segregated  locals,  and  these  frequently  have  no 

^ Charles  S.  Jolmson,  Annals,  op.  cit.,  1.33. 

® Niles  Carpenter,  “Feebleminded  and  Paujjer  Negroes  in  Public  Institu- 
tions,” A nnals,  op.  cit.,  pj).  (59,  73. 

® Charles  S.  Johnson,  Annals,  op.  cit.,  p.  135. 
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direct  re2)rescntation  in  governing  bodies,  being  represented  through 
white  locals/®  The  northern  migration  has  undoubtedly  made  this 
issue  more  active. 

To  sum  up,  the  War  has  forced  on  the  north  something  like  twice 
as  large  a share  of  the  national  problem  of  color  as  it  had  borne  pre- 
viously, creating  large  massed  and  segregated  negro  po])ulations  in 
the  northern  urban  centers.  This  has  created  friction  and  some  seri- 
ous trouble;  but  on  the  whole  it  does  not  seem  clear  that  it  has  been 
a misfortune  for  the  nation  as  a whole.  F’or  the  negro  it  has  meant 
on  the  whole  a step  in  the  long  journey  toward  freedom  and  an  inde- 
pendent social  and  economic  position — not  without  its  setbacks  and 
hardships.  For  the  whites,  it  has  meant  all  the  difficulties  of  adjust- 
ment attendant  on  this  same  j)rocess. 

^®  See  Abram  L.  Harris  and  S.  D.  Spero,  The  Black  Worker. 
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MUNITIONS  AND  ALLIED  INDUSTRIES 

Explosives. 

There  is  surely  a share  of  the  irony  of  history  in  the  fact  tliat  the 
Great  War  broke  out  in  Europe  two  years  after  the  court  order  for 
the  dissolution  of  the  American  “Powder  Trust.”  In  the  light  of  the 
outcome,  there  was  one  feature  of  that  dissolution  order  for  which 
our  Government  had  cause  to  be  thankful  during  the  time  we  our- 
selves were  engaged  in  the  struggle.  While  there  was  a division  of 
plants  and  business  in  dynamite  and  black  sporting  and  blasting 
powders,  the  production  of  military  and  sporting  smokeless  powders 
was  left  in  the  hands  of  the  duPont  Company.  The  outcome  was  that 
the  Government  got  its  smokeless  j)owder  during  the  War  at  less 
than  pre-war  prices;  this  being  made  possible  partly  by  the  econo- 
mies of  mass  production  and  ])artlv  by  the  use  of  plants  already  put 
in  o])eration  to  sup})ly  the  Allies  during  our  neutrality. 

Thus  the  plants  that  sup|died  our  own  war  needs  were  not  only  in 
full  production  when  this  country  declared  war,  but  their  cost  had 
been  substantially  written  off  out  of  the  profits  of  the  business  done 
for  our  Allies.  Hence  there  was  no  need  to  burden  the  production 
for  our  own  Government  with  any  of  the  abnormallv  high  overhead 
charges  which  such  a temporary  emergency  necessarilv  involves. 
These  facts  serve  to  explain  what  must  have  been  a unique  record  in 
the  production  of  major  war  supplies.  It  is  difficult  to  conceive  how 
the  war  need  could  have  been  more  successfully  met  under  com]^eti- 
tion — indeed  it  is  hard  to  see  how  smaller  competing  businesses  could 
have  met  the  war  emergency  as  well,  either  in  ]H'omptness  of  expan- 
sion or  in  economy  of  production  and  uniformity  of  ])roduct. 

ddie  ultimate  result  has  been  an  undreamed-of  ex])ansion  of  the 
duPont  interests,  reaching  out  widely  into  allied  fields  and  culminat- 
intr  in  the  control  of  General  IMotors.  A great  industrial  familv  has 
become  a much  greater  economic  dvnastv- 

I'he  production  of  military  ex])losives  required  new  ])lants,  as  the 
plants  ]iroducing  for  commercial  ])ur])oses  were  not  adaptable  to  the 
military  types  of  jiroduct.  As  a result,  $290,000,000  was  spent  for 
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new  construction,  or  nearly  2%  times  the  pre-war  “gross  ca})ital” 
employed  by  the  company/  Total  volume  of  business  including  con- 
struction, during  the  entire  war  period,  reached  $1,0-19,000,000, 
and  1,-166,7()1,219  pounds  of  military  explosives  were  })roduced  for 
the  Allies  and  the  LTnited  States  Government.  Some  two-fifths  of  the 
allied  munitions  came  from  the  duPont  enterprises.  iMilitar^’  prod- 
ucts, which  had  contributed  only  some  5 per  cent  of  the  company’s 
income,  became  the  dominant  factor,  and  workers  and  product  in- 
creased more  than  tenfold."  The  sum  of  $1-11,000,000  was  distrib- 
uted to  stockholders,  though  Mr.  Pierre  S.  duPont  has  stated  that 
“taxes  paid  to  the  United  States  Government  not  only  absorbed  the 
entire  profit  of  the  com})any  on  jjowder  sold  to  our  Goyernmcnt,  but, 
in  addition,  they  wij)ed  out  all  of  the  j)rofit  made  on  these  powders 
during  the  preceding  twenty  }’ears.”^  The  ap})arent  discrepancy  be- 
tween these  statements  may  be  explained  by  the  fact  that  a munitions 
tax  was  leyied  on  production  for  the  Allies  before  we  entered  the 

ar,  and  this  business  was  presumably  more  })rofitable  than  that  for 
our  own  Goyernment. 

While  the  war-time  expansion  was  great  and  rapid,  the  company 
did  not  neglect  preparedness  for  the  return  to  ])eace,  experimenting 
with  ])eace-time  products  for  the  utilization  of  the  basic  materials 
and  intermediate  ])roducts  going  into  military  explosives.  These  ma- 
terials— nitric  and  sulphuric  acids,  ammonia,  glycerine,  alcohol, 
coal-tar  intermediates,  cotton,  and  wood  })ulp — arc  now  used  in 
making  a variety  of  products.  One  of  the  war  explosives  plants  has 
been  turned  to  the  making'  of  dvestufifs,  using  a number  of  these 
materials.  But  in  addition  to  this  well-known  resource,  there  are 
paints,  ra^’on,  pyralin,  leather  substitutes,  and  a number  of  other 
products. 

A large  part  of  the  equipment  for  war  explosives  has  not  been 
susceptible  of  use  in  these  ways,  and  much  new  ca])ital  has  been  re- 
quired for  the  ])ost-war  shift.  That  the  capital  has  been  forthcoming 
with  something  to  spare  is  eyidenced  by  the  ex]>ansion  of  the  duPont 
interests,  especially  the  purchase  of  an  interest  in  General  IMotors, 
leading  ultimate^  to  control.  This  represents  a sort  of  partial  or 

^ M.  S.  Rukeyser,  Rev.  of  Revs.,  April,  1928,  ]).  376. 

^ “War  Doesn’t  Pay,”  by  Pierre  S.  duPont,  T/ie  Natioti’s  Bitsines.s,  Octo- 
ber, 1921,  p.  10. 

® Ibid.,  p.  9. 
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secondary  integration,  as  the  production  of  automobiles  affords  an 
outlet  for  such  products  as  paints,  varnishes,  and  fabrikoid,  as  well 
as  for  the  forces  devoted  to  engineering  development  and  construc- 
tion. The  duPont  organization,  in  short,  has  come  out  of  the  War 
larger  and  stronger  than  it  went  in,  and  the  major  capital  wastes 
were  written  oft  from  the  business  of  the  neutrality  period  and  are, 
in  a sense,  not  chargeable  to  our  o\\m  j)articipation  at  all.  In  this 
respect  this  company  was  unusually  fortunate;  though  their  own 
efficiency  and  forchandedness  pla}’ed  a large  part  in  bringing  the 
fortunate  outcome  to  pass. 

Other  industries  have  not  fared  so  well.  In  general,  war  supplies 
which  the  Allies  made  for  themselves  without  calling  heavily  on  us, 
and  which  we  strove  to  bring  into  quantity  production  during  our 
nineteen  months  of  belligerency,  afforded  less  oj^portunity  for  war 
])rofits  and  a heavier  rate  of  obsolescence.  Some  never  got  into  quan- 
tity production  before  the  armistice,  and  the  investment  was,  in  the 
outcome,  largely  lost. 


Small  Arms. 

In  the  production  of  small  arms,  two  outstanding  examples  may 
be  taken:  the  Remington  Company  at  Bridgeport  and  the  Winches- 
ter Repeating  Arms  Company  at  New  Haven.  These  companies  met 
the  problem  of  reconstruction  in  different  ways.  The  Remington 
Company  built  in  1916  “the  largest  small-arms  plant  in  the  world 
next  to  Kru])ps,”  a $12,000,000  plant  employing  18,000  persons.^ 
This  plant  was  sold  at  the  end  of  the  War  to  the  General  Electric 
Company,  which  has  transformed  it  to  the  production  of  its  varied 
forms  of  electrical  equipment.  Such  a transformation  obviously  in- 
volves a scra])ping  of  much  of  the  more  specialized  machinery, 
tliough  some  of  tlie  basic  metal-working  equipment  retains  its  use- 
fulness. The  situation  afforded  the  General  Electric  Company  an 
o])portunity  to  secure  buildings  witli  capacity  in  advance  of  imme- 
diate demand,  in  an  industry  where  demand  is  sufficiently  predict- 
able to  make  this  advantageous  when  it  can  be  done  on  favorable 
terms.  In  the  spring  of  1922  the  General  Electric  Company  was 
using  30  ]icr  cent  of  the  floor  space,  and  expected  to  be  using  it  all  in 
tliree  years. 


* S.  II.  Bunnell,  Iron  -Ige,  IMay  25,  1922,  p.  113  I. 
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The  Winchester  Repeating  Arms  Company  elected  to  keej)  its 
New  Haven  small-arms  plant  and  to  develop  the  manufacture  of 
general  sporting  goods  including  cutlery,  fishing  tackle,  Hashliglits, 
and  other  articles.  Naturally  it  was  not  possible  in  a few  months  or  a 
few  years  to  develop  sufficient  demand  to  utilize  fully  the  capacitv  of 
a large  military  small-arms  plant. 

Tlie  outcome  of  these  and  other  ex})eriences  in  war  sup})lies  has 
been  to  add  to  the  tasks  and  costs  of  military  pre])aredncss  the  ac- 
tivitv  of  war  planning  for  industrial  mobilization,  in  charge  of  the 
Assistant  Secretary  of  War.®  Procurement  plans  are  pre})ared  and 
revised  as  necessary,  with  the  dominant  idea  of  reducing  the  time 
required  to  reach  quantity  production.  The  country  is  divided  into 
districts  and  contact  is  maintained  with  producers  who  must  be  re- 
lied on  for  supplies.  District  chiefs  in  the  various  supply  branches 
may  be  civilians  serving  at  a dollar  a year.  Specifications  are  placed 
in  the  hands  of  potential  producers,  requirements  are  estimated  and 
ajjportioned  on  the  basis  of  plant  surveys,  and  plans  are  made  for 
plant  conversion  and  expansion  where  necessary,  with  consideration 
of  the  problem  of  what  is  to  become  of  such  enlarged  plants  after  the 
emergency. 

A further  feature  which  it  has  been  proposed  to  add  to  the  post- 
war preparedness  program  is  the  policy  of  “educational  orders”  for 
munitions,  distributed  among  numerous  concerns  in  relatively  small 
amounts  without  being  strictly  governed  by  the  results  of  competi- 
tive bidding.  An  Assistant  Chief  of  Ordnance  is  said  to  have  esti- 
mated that  the  resulting  preparedness  to  produce  even  small 
amounts  might  save  three  or  four  months’  time  in  bringing  muni- 
tions into  quantity  production  : a process  that  consumed  from  fifteen 
to  twenty-four  months  in  I9IT— 18.®  Such  a policy  would  make  the 
peace-time  supplies  a little  more  ex]iensive,  and  would  constitute  a 
relatively  inexpensive  insurance  against  the  stultifying  condition  re- 
vealed at  the  outbreak  of  the  Spanish-American  War,  when  it  was 
said  that  only  one  firm  was  equi])pcd  to  make  wagons  to  army  s]:>cci- 
fications ; and  Theodore  Roosevelt  had  to  break  the  bonds  of  rcgula- 

^ See  “War  Planning  and  Industrial  ^Mobilization,”  by  Maj.  A.  B.  Quin- 
ton, Jr.,  Harvard  Bushtess  Rev.,  October,  1930,  pp.  8-17. 

® Brigadier  General  Ruggles,  cited  by  Robert  Dougan  in  The  Nation’s 
Business,  March,  1930,  p.  144. 
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tions  to  secure  wagons  for  his  regiment  of  “rough-riders.’”  “Edu- 
cational orders”  naturally  involve  some  added  expense,  but  this 
expense  is  a part  of  the  logical  procedure  if  we  are  to  have  an  army 
at  all.  For  its  j)rimary  function  is  to  serve  as  a nucleus  for  the  most 
ra2Jid  jjossible  exjjansion  in  the  event  of  war. 

Dyestujfs. 

The  War  forced  the  United  States  into  the  j^roduction  of  dye- 
stuffs by  cutting  off  sujiplies  from  Germany,  which  had  jireviously 
held  a virtual  monopoly  in  this  industry.  As  a result,  our  suj^jilies 
for  some  years  were  very  inadequate  and  of  extremely  uncertain 
quality.  In  1916  the  textile  industry  narrowly  escaped  curtailment 
for  lack  of  dyes,  and  was  forced  to  many  ex})edients  to  eke  out  avail- 
able su])plies.  One  obstacle  to  develojjinent  lay  in  the  fact  that  there 
were  many  German-owned  j)atents  in  this  country  which  were  held 
unused.  After  our  entr}^  into  the  War,  these  jmtents  Avere  taken  over 
and  jjlaced  in  American  hands  b}^  the  Alien  Projjerty  Custodian, 
thus  greatly  facilitating  the  develojAinent  of  the  industry.  By  the 
end  of  the  War  our  domestic  production  Avas  meeting  the  domestic 
demand  quite  adequately  as  to  quantity,  and  Avas  raj^idly  ajAproach- 
ing  satisfactory  quality.  Our  industry  had  had  protection  more  ef- 
fectiA’e  than  the  most  stringent  tariffs;  and  this  had  been  sufficient 
to  overcome  the  natural  handicaps  to  starting  a ncAv  industry.  Tariff 
protection  had  also  been  furnished,  but  it  is  doubtful  if  it  had  any 
great  effect.  We  had  been  forced  to  disregard  the  jArestige  of  the 
German  ])roducts,  and  the  belief  that  our  coal-tars  Avere  not  of  the 
requisite  quality.  The  su])]Aosed  decisive  siqAeriority  of  German 
chemical  genius  in  this  field  AA’as,  tem])orarily  at  least,  discounted  by 
the  apjAropriation  of  the  German  patents. 

The  (juestion  remained  Avhether  the  neAV  industry  could  survive 
German  competition  after  the  War.  Aside  from  the  natural  urge  to 
])rotect  any  industry  once  established,  if  not  fatally  handicapjAed, 
the  War  had  greatly  strengthened  the  desire  for  national  self-suffi- 
ciency as  a means  of  guarding  against  the  disturbance  resulting 
from  the  cutting  off  of  sources  of  sujAply  in  time  of  AA’ar.  But 
stronger  than  this  Avas  the  consideration  that  dyestuffs  and  explo- 

’’  Tlie  writer  is  liere  relying  on  jiersonal  reeolleetion  of  a eontemporary 
article. 
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sives  are  allied  products,  in  the  sense  that  the}'  require  many  of  the 
same  intermediate  products  in  their  manufacture.  As  a result,  a 
strong  dyestuffs  industry  affords  a valuable  starting  point  for  ex- 
])ansion  in  the  production  of  military  explosives,  and  is  regarded  as 
one  of  the  “key  industries”  from  the  standpoint  of  economic  pre- 
paredness for  war,  as  well  as  for  the  textile  industry. 

On  the  coming  of  peace,  the  j)olicy  of  emergency  protection  was 
continued,  to  be  followed  by  substantial  safeguards  in  the  tariff  act 
of  1922.  LTnder  these  safeguards,  production  has  expanded,  and  we 
are  now  exporting  more  than  we  import,  though  the  industry  is 
mainly  carried  on  for  the  domestic  market.  Naturally,  this  state  of 
affairs  imposes  some  burdens  on  the  consumer;  presumably  consid- 
erably more  than  the  tariff  duties  collected  on  the  small  amounts 
which  come  in  over  the  tariff  wall.  The  precise  amount  of  such  bur- 
dens is  hardly  susceptible  of  measurement ; but  as  dyes  constitute  a 
relatively  small  part  of  the  cost  of  the  goods  they  enter  into,  the  bur- 
den is  not  heayily  felt,  eyen  though  its  aggregate  amount  may  be 
substantial. 

While  prices  are  aboye  the  pre-war  leyel,  the  excess  does  not  seem 
to  be  more  than  the  rise  of  prices  in  general.  The  Tariff  Board's  in- 
dex of  domestic  d}’e  prices  stood  at  $1.26  })er  pound  in  1917,  at  60 
cents  in  1922,  and  ayeraged  41  cents  for  1926—28.®  Prices  in  1913, 
for  imported  dyes,  as  judged  by  one  large  and  representative 
sample,  averaged  in  the  neighborhood  of  33  cents  per  ])ound.®  This 
does  not  seem  to  leave  much  room  for  heavy  increases  of  j)rice  due  to 
the  protectiye  duties,  when  the  general  shrinkage  of  the  dollar  has 
been  allowed  for. 

As  for  the  burden  on  the  ultimate  consumer,  the  whole  yalue  of 
our  domestic  consumption  of  dyestuffs — about  75  million  ])ounds  at 
41  cents  per  j)ound — comes  to  a little  oyer  30  million  dollars  per 
year.  This  may  be  compared  to  more  than  5 billions’  wortli  of  textile 
mill  j)roducts  for  1925,  most  of  which  were  dyed.  The  figures  include 
some  duplication,  but  on  the  other  hand  they  leaye  out  IfA  billions 
of  yalue  added  to  materials  in  the  makinir  of  the  textiles  into  weariiif; 
apparel  before  reaching  the  final  consumer,  not  to  speak  of  corre- 
sponding items  for  other  final  ]u-oducts  as  they  reach  the  consumer. 
It  appears  that  the  total  price  of  dyes  is  a fraction  of  1 per  cent — ■ 

^Annual  Report  of  Tariff  Commission,  1929,  p.  50. 

® Tariff  Information  Series,  No.  2,  ]).  20. 
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possibly  half  of  1 per  cent — of  the  ultimate  price  of  the  consumable 
products  into  which  they  god“  The  cost  to  the  consumer  of  sustain- 
ing the  domestic  dye  industry  is  a fraction  of  that  fraction.  It  is 
merged  in  the  general  burden  of  protection,  which  has  been  increased 
as  a result  of  the  War.  This  total  burden  is  not  negligible,  but  the 
j)art  due  to  dyestulfs  may  fairly  be  considered  so. 

In  this  connection  it  is  appropriate  to  mention  the  great  dam, 
power  plant,  and  nitrogen  fixation  enterjDrise  at  iMuscle  Shoals.  This 
was  a war  enterprise,  which  did  not  reach  the  stage  of  production  in 
time  to  contribute  to  the  contest.  Parts  of  it  are  capable  of  peace- 
time service,  but  its  ultimate  destiny  has  not  yet  been  decided.  The 
fertilizer  plant,  which  was  to  furnish  the  peace-time  outlet  for  the 
nitrogen  produced,  has  already  been  rendered  obsolete  bv  the  de- 
velo])inents  of  the  art. 

Glass. 

One  industry  greatl}’^  stimulated  and  permanently  affected  by  the 
W ar  is  the  production  of  glass.  At  least  two  small  divisions  of  the 
industry,  those  of  optical  and  photographic  glass,  are  essential  to 
the  production  of  growingly  important  military  equipment — field 
glasses,  telescopic  sights,  range  finders,  periscopes,  and  cameras  for 
making  maps  from  airplanes.  For  the  most  part,  however,  the  effect 
of  the  War  resulted  from  the  cutting  off  of  our  normal  commercial 
su])plies  from  Germanv,  France,  England,  Austria,  and  Belgium. 
Belgium  was  before  the  War  our  largest  source  of  imported  plate 
and  window  glass. 

Before  the  War,  this  country  possessed  a fairly  strong  glass  in- 
dustry, but  one  which  was  mainly  devoted  to  the  commoner  grades 
of  product  and  left  the  higher  qualities  to  be  imported  from 
abroad. “ The  strength  of  our  industry,  as  is  so  often  the  case,  lay  in 
mechanical  equipment  and  methods,  its  weakness  in  scientific  re- 
search and  that  knowledge  of  the  essential  chemistry  and  pln^sics  of 
its  product  which  is  essential  to  the  higher  achievements  of  quality, 
reliability,  and  precision. 

In  the  making  of  optical  glass,  the  Bausch  & I.omb  Optical  Com- 

This  impression  is  also  borne  out  by  a table  sbowina;  the  eost  of  dyes 
in  cents  for  various  garments.  See  United  States  Tariff  Commission,  Annual 
Report,  1926,  p.  36. 

Tariff  Information  Series,  No.  5,  j).  10.  The  statements  in  this  section 
are  mainly  based  on  the  findings  of  this  survey. 
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paii}^  was  a pioneer,  building  an  ex})eriinental  plant  as  early  as  1912. 
Ry  tlie  end  of  191d,  foreign  supplies  were  becoming  uncertain,  and 
two  other  concerns,  Keuftel  & Esser  and  the  S})encer  I.,ens  Companv, 
began  experiments  in  the  field,  as  did  also  the  Bureau  of  Standards. 
By  the  time  of  our  entry  into  the  War,  the  situation  was  critical,  and 
the  geophysical  laboratory  of  the  Carnegie  Institution  at  Washing- 
ton placed  an  experimental  detail  in  the  Bausch  & Lonib  j)lant,  later 
extending  their  work  to  the  Spencer  Lens  Company  and  the  I’itts- 
burgh  Plate  Glass  Compainy  which  became  the  largest  producer.  By 
1918,  large  quantities  were  being  produced,  equal  in  quality  in  most 
respects  to  the  best  Euroj)ean  product.  This  development  of  the 
necessary  knowledge  and  technique  was  gained  only  at  very  con- 
siderable expense. 

Optical  glass  was  admitted  free  of  duty  before  the  War,  but  since 
1922  lias  been  protected.'"  There  was  a flood  of  im])orts  after  the 
W ar,  but  this  reached  its  height  in  1920,  and  had  declined  very 
heavily  before  the  duties  went  into  effect.  Since  then  they  have  fluc- 
tuated at  levels  below  10  ])er  cent  of  the  domestic  production.  Prices, 
strangely  enough,  reached  their  minimum  in  1923,  after  the  imposi- 
tion of  the  duty.  While  domestic  output  has  been  maintained,  tlie 
number  of  ]iroducers  has  declined.  In  1920  there  were  but  two  and  in 
1929  the  Tariff  Commission  was  informed  that  there  was  but  one.  In 
such  a case,  lacking  domestic  competition,  the  fairness  of  the  pro- 
tective duty  becomes  a peculiarly  critical  matter  for  the  consumer, 
whom  the  War  has  lilessed  with  the  burden  of  supporting  one  more 
tariff-protected  industry.  Fortunately,  tlie  whole  amount  at  stake  is 
small;  a few  million  dollars  would  buy  our  entire  annual  consinii]i- 
tion.  The  small  size  of  the  industry  presumably  accounts  for  the 
abandonment  of  competitive  production.  These  abandonments  bv 
concerns  which  invested  capital  and  develojiment  ex]ienses  during 
the  War  undoubtedly  involve  some  loss  of  capital,  chargeable  as  one 
of  the  social  costs  of  the  War. 

In  all,  twelve  new  branches  of  the  glass  industry  were  established 
in  this  country  during  the  War:  optical  glass,  laboratory  or  chemi- 
cal ware,  gauge  tubing,  watch  crystals,  glazing  glass,  oven  glass, 
glass  brick,  siphon  bottles,  photogra]ihic  glass,  high-grade  jncture 
glass,  and  glass  for  spectacles.  Other  branches  of  manufacture  re- 

Data  for  tliis  jiaragrajih  are  from  Siimmari/  of  Tariff  Information, 
1929,  pp.  5.51-5.52. 
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ceived  material  stimulus.  Between  191d  and  1917  total  imports  de- 
clined from  $8,200,000  to  $2,225,000,  while  exports  increased  from 
$3,700,000  to  $5,500,000;  a net  change  of  nearly  $16,000,000  with- 
out allowing  for  changing  prices.  This  represented,  however,  a small 
proportion  of  our  total  domestic  production,  which  was  very  nearly 
on  a self-sufficing  basis. 

Tariff  protection  had  been  reduced  under  the  Act  of  1913,  stand- 
ing at  an  average  level  of  about  37  per  cent  ad  valorem  in  1911.  Pro- 
tection was  made  higher  under  the  Act  of  1922.  The  domestic  indus- 
try has  increased  along  with  the  general  expansion  of  American  busi- 
ness, and  im2)orts  remain  a relatively  minor  item.  The  demand  for 
plate  and  window  glass  has  grown,  not  only  with  the  increased  build- 
ing  ojjerations  following  1921,  but  also  as  a result  of  increased  stand- 
ards of  lighting. 

Special  Metals  and  Minerals  Group. 

A grou})  of  minor  metals  and  minerals  jiarticularl}^  affected  by 
the  War  includes  antimony,  chromite,  graphite,  magnesite,  potash, 
pyrites  and  sulphur,  quicksilver,  and  tungsten.^®  All  of  this  group 
except  j)otash  have  direct  military  uses,  and  potash  was  an  “essen- 
tial” war  product.  In  each  case  we  were  dependent  on  foreign  suj)- 
plies  before  the  War,  and  the  War  resulted  in  stimulating  domestic 
])roduction  in  the  face  of  handicaps  in  respect  to  cost  of  jjroduction. 
In  several  cases  this  situation  was  purely  temporary  and  we  have 
gone  back  to  our  condition  of  dependence  on  imports,  with  no  at- 
tenq)t  at  protection  of  domestic  ])roduction.  In  this  class  may  be 
])laced  chromite,  potash,  and  pyrites.  Some  potash  is  capable  of  be- 
ing extracted  as  a by-product  from  the  dust  of  cement  mills  and 
blast  furnaces,  but  a])parently  not  enough  to  satisfy  our  demand.  A 
certain  amount  was  extracted  from  kel})  during  the  War,  and  the 
equi])ment  for  this  purpose  was  a loss  after  the  coming  of  peace. 
Antimony  might  also  be  ])laced  in  this  class,  as  there  is  little  home 
])roduction  exce])t  as  a by-]^roduct  of  lead  and  of  recovery  from 
scrap;  sources  which  yield  about  half  our  requirements.  Domestic 
smelting  of  foreign  ores  declined  after  1918,  but  is  protected  by  a 
moderate  duty.  In  the  cases  of  antimony,  chromite,  and  ])otash,  our 

I'or  tliis  group  sec  Tariff  I uformation  Serirs,  No.  21,  also  Sii7)imari/  of 
'rarilf  I nformalion , 1929. 
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deposits  are  not  sufficient  to  sustain  a permanent  industry,  and  are 
better  kept  as  reserves  for  emergency  use. 

In  some  cases  the  war  develo})inent  has  actually  strengthened  our 
industr}^  while  in  others  the  mere  lapse  of  time  has  brought  nearer 
the  exhaustion  of  the  richest  or  most  advantageous  foreign  sources 
of  supply,  and  made  it  appear  that  our  industr}’  may  soon  he  able 
to  compete  effectively.  In  some  cases  the  amount  of  caj)ital  invested 
may  in  itself  have  been  an  effective  argument  for  sustaining  the  in- 
dustr}'  by  protection.  In  any  case,  the  War  has  left  us  a legacy  of 
new  ])rotection,  or  increased  protection,  in  graphite,  magnesite, 
manganese,  quicksilver,  and  tungsten,  and  low  protection  for  the 
smelting  of  antimony.  The  Government  also  afforded  s})ecial  relief 
by  authorizing  the  Secretary  of  the  Interior  to  “adjust  and  liqui- 
date” net  losses  (not  over  $8,500,000)  suffered  by  reason  of  produc- 
tion undertaken  in  patriotic  compliance  with  the  Government’s  re- 
quests, for  the  sake  of  sujiplying  the  needs  of  the  nation.  Producers 
of  manganese,  chromite,  tungsten,  and  pvrites  benefited  hv  this  re- 
lief measure. 
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T extilcs. 

The  textile  industry  has  had  troubles  since  the  War,  and  the  War 
played  a certain  part  in  bringing  on  some  of  these  troubles,  but 
there  is  no  way  of  assigning  to  it  its  share  of  responsibility.  The  War 
increased  the  demand  for  textiles  and  stimulated  the  increase  of 
plant  capacity.  The  industry  has  since  been  suffering  from  a surplus 
of  productive  capacity.  Rut  this  condition  is  com])licated  by  so  many 
contributory  factors  that  it  might  serve  as  an  exani])le  of  the  diffi- 
culties of  tracing  cause  and  effect  in  such  histoiucal  sequences. 

One  is  the  change  in  fashions  of  women’s  clothing,  whereby  far  less 
yardage  of  goods  is  needed.  This  was  partly  a matter  of  the  short 
skirt,  introduced  during  the  War  as  a measure  for  economizing  ma- 
terials, with  the  aid  of  the  Parisian  style  mentors.  The  style  mentors 
are  now  lengthening  the  skirts  again — this  measure  has  been  urged 
for  the  relief  of  overproduction — and  apparently  are  encountering 
more  resistance  than  in  the  original  upward  movement. 

Rut  if  the  skirt  goes  down  again,  women’s  burden  of  clothes  will 
still  be  a lightened  one,  for  there  have  been  other  changes  in  matters 
which  were  inscrutable  mysteries  to  our  Wetorian  forefathers. 
Would  these  changes  have  come  in  any  case?  If  so,  would  they  have 
come  as  soon?  Are  they  due  to  something  in  the  spirit  of  the  age;  a 
general  urge  toward  feminine  emancipation;  and  if  so,  did  the  War 
hasten  the  growth  of  this  s])irit,  and  of  its  material  manifestations 
and  its  material  incidence  on  the  textile  industry?  To  ask  these  ques- 
tions is  to  leave  them  unanswered ! 

Cotton  and  wool  textiles  have  suffered  from  the  shift  to  more 
showy  fabrics — silk  and  the  newly  develo])cd  rayon,  d’o  what  extent 
is  this  due  to  the  same  s])irit  of  cmanci])ation,  to  what  extent  to  gen- 
eral ])ros])erity,  and  to  what  extent  to  the  contagion  of  conspicuous 
consumption  by  the  War’s  nouveanx  riches?  To  what  extent  is  it 
sinqdv  the  residt  of  the  develo])mcnt  of  the  chea])  synthetic  rayon 
fabric?  So  far  as  the  sale  of  rayon  has  cut  into  the  sales  of  the  older 
textiles,  it  is  interesting  to  note  that  this  was  used  as  a means  of  sal- 
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vaging  some  of  the  productive  capacit}'  and  organization  which  went 
into  military  explosives  during  the  War.  Thus  the  })roblem  of  sur- 
j)lus  producing  capacity  for  explosives  was  solved,  in  })art,  by  de- 
velo]ung  an  alternative  product  of  synthetic  chemistry  which  cuts 
into  the  sales  of  another  overecjuipped  industry  which  is  itself 
troubled  by  the  legacy  of  war-time  expansion.  The  specter  of  over- 
equipment  is  not  exorcised  but  it  haunts  a different  victim. 

The  difficulties  of  textiles  in  New  England  are  in  part  simply  the 
result  of  the  attempt  to  maintain  the  industry  in  a traditional  loca- 
tion at  the  same  time  that  natural  advantages  are  leading  to  a strong 
development  in  the  South.  This  is  something  with  which  the  AVorld 
ar  had  little  or  nothing  to  do:  we  must  go  back  to  the  Civil  AV  ar 
to  trace  ultimate  causes  of  this  movement.  It  is  a part  of  the  post- 
reconstruction rise  of  an  industrial  South. 

To  sum  u]),  some  part  of  the  difficulties  of  overequipment  in  the 
textile  industry  seem  to  be  due  to  the  War,  though  no  one  can  say 
what  jiart. 

Coal. 

Another  industiT  which  suffered  after  the  War  from  the  after- 
math  of  war-time  expansion  is  the  bituminous  coal  industry.  But  the 
eff  ect  of  the  War  is  mixed  with  numerous  other  elements  which  are 
probably  of  more  inqiortance,  esjiecially  in  jirolonging  the  condi- 
tion. The  industry  suff'ers  chronically  from  more  productiye  ca- 
pacity than  the  market  will  absorb,  and  from  irregular  ojieration  for 
this  and  other  reasons.  There  is  no  need  to  deal  with  this  industry 
here,  as  it  has  been  so  fully  treated  in  the  reports  of  the  United 
States  Coal  Commission. 


Construction. 

Within  the  construction  group  of  industries,  are  different  groups 
with  somewhat  diff’erent  stories  to  tell.  From  the  standpoint  of  source- 
of  demand,  we  think  of  ])ublic  works,  industrial  construction,  and 
priyate  residences.  From  the  stand])oint  of  supply,  the  groiqiing  is 
somewhat  diff’erent.  Road  buildinff  differs  more  from  the  erection  of 

O 

post  offices  than  the  latter  does  from  the  putting-up  of  an  office  build- 
ing, or  an  apartment  building.  And  the  priyate  apartment  building 
differs  more  from  a frame  house  than  from  industrial  or  public 
buildings  that  approximate  its  own  type. 
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In  general,  the  War  created  a shortage  of  residential  housing,  and 
a falling  behind  normal  growth  in  roads  and  other  jmblic  works.  The 
effect  on  demand  for  industrial  construction  was  not  so  simple,  but 
at  any  rate  the  years  succeeding  the  War  have  seen  ample  and  in- 
creasing growth.  Activity  in  the  building  of  roads  was  probably  in- 
tensified for  a time  by  the  fact  that  the  War  had  seen  ex])enditures 
reduced  to  a minimum.  After  which  we  apparently  forgot  that  this 
was  a special  condition  and  went  on  building  at  an  increasing  rate. 
The  mechanization  of  the  processes  has,  however,  prevented  direct 
employment  of  labor  from  increasing  in  harmony  with  output. 

Construction  of  residential  housing  felt  the  stimulus  of  an  exist- 
ing shortage,  but  more  slowly,  being  held  back  by  the  effect  of  the 
emergency  laws  limiting  rentals.  Some  construction  went  on  even 
while  these  laws  were  generally  in  force,  and  the  shortage  of  housing 
has  been  made  good  and  possibly  turned  into  a surplus.  This  has  cer- 
tainly been  the  case  in  some  districts.  This  means  that  there  was  a 
supernormal  volume  of  building  after  the  War  to  balance  the  sub- 
normal volume  during  the  conflict;  but  the  process  of  catching  up 
has  been  spread  over  a number  of  years.  One  incidental  effect  of  the 
rent  laws  has  been  to  stimulate  the  preference  for  selling  houses 
rather  than  renting  them.  In  the  case  of  apartments  this  has  led  to 
the  development  of  coo])erative  ownership.  It  seems  fair  to  say  that 
all  traceable  effects  of  the  War  on  the  construction  industries  have 
been  long  since  liquidated  and  that  no  visible  aftermath  remains. 

The  Tariff. 

One  major  economic  phenomenon  in  this  country,  symptomatic 
of  economic  and  other  conditions,  is  the  tariff.  We  have  seen  the 
sequel  of  the  War  in  res])ect  to  tariff  protection  in  a number  of 
minor  industries ; and  it  is  tv])ical  of  the  larger  story.  The  War 
])layed  a subtle  joke  upon  the  Democratic  jiarty  by  causing  the  re- 
.duced  tariff  of  1913  to  be  followed  by  a cataclysm  which  cut  off  more 
imports  than  any  tariff  has  ever  done,  and  afforded  far  more  ruthless 
protection.  It  furnished  all  the  stimulative  effects  of  a high  tariff 
and  some — in  the  sha])e  of  eager  foreign  demand  for  our  products — 
Avhich  tariff  walls  do  not  afford,  but  are  likely  to  prevent. 

The  outcome  has  been  the  natural  one.  The  War  of  1812  led  to 
])rotection  for  reasons  ])arily  similar.  In  the  ])resent  instance  the  new 
industries  that  have  been  brought  into  existence  by  the  cutting  off  of 
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imports  are  of  less  importance  than  the  intensification  of  the  long- 
standing discre})ancies  between  the  American  and  the  foreign  econo- 
mies as  to  money  prices,  wage  rates,  and — so  it  was  feared — produc- 
tioii  costs.  Depreciated  and  fluctuating  currencies  added  to  the 
motive  for  higher  protection.  And  for  the  first  time  tlie  agricultural 
interests  seem  to  have  acce})ted  the  protectionist  prescription  for 
their  difficulties.  The  result  was  the  Tariff  of  1922;  “a  tariff  with 
rates  higher  than  any  in  the  long  series  of  protective  measures  of  the 
whole  period”^ — with  the  exception  of  its  successor,  just  enacted. 
“The  special  conditions  of  1921—22  led  to  an  extreme  of  protection 
which  few  had  thought  possible.”^ 

The  effects  of  this  tariff  ])rotection  may  he  seen  in  the  figures  of 
imports  compared  to  home  })roduction,  as  given  by  the  Tariff  Com- 
mission. Running  over  these  figures  one  is  im})ressed  by  the  consist- 
ency with  which  imports  are  kept  down  to  a very  small  ])ercentage  of 
our  total  consumption,  whenever  there  is  a strong  domestic  industry 
in  the  field  at  all.  We  are  striving  for  national  self-sufficiency 
wherever  it  seems  reasonablv  practicable  to  establish  it.  In  this,  of 
course,  we  are  but  following  the  general  course  of  the  industrial  na- 
tions of  the  world. 

The  balance  sheet  of  j)rotection,  for  national  benefit  or  detriment, 
can  hardly  be  drawn  on  a scientific  basis.  The  new  element  in  the 
present  situation,  aside  from  the  conversion  of  the  agricultural  in- 
terests to  the  benefits  of  protection,  is  the  conversion  of  numerous 
bankers  and  industrialists  to  the  dangers  which  mav  be  concealed  in 
it,  chiefly  the  danger  of  limiting  the  market  for  our  products,  both  by 
placing  too  great  obstacles  in  the  wav  of  the  natural  means  of  ])ay- 
ment,  and  by  stirring  other  countries  to  raise  their  harriers  against 
our  goods.  Whether  this  is  one  of  the  causes  of  our  ]n-escnt  depres- 
sion is,  of  course,  a hopelessly  controversial  (juestion. 

Conclusion. 

The  foregoing  brief  summary  of  after-effects  of  the  War  lends 
force  to  the  view  voiced  by  some  observers  that  the  War  lias  left  us, 
in  common  with  Europe,  overindustrialized.  Yet  when  one  thinks 
also  of  the  wides])read  “overproduction”  and  de]iression  in  agricul- 
ture, the  conclusion  is  inescapable  that  this  diagnosis  is  too  simple. 

^ Taussig,  Tariff  History  of  the  United  States  (7tli  ed.),  )i.  i53. 
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There  is  no  escape  to  be  sought  by  slutting  from  industry  to  agricul- 
ture. If  the  diagnosis  be  changed  to  “general  overproduction,”  this 
is  surely  beside  the  mark  for  countries  as  })oor  as  those  of  post-war 
Flurope.  And  even  in  this  country  the  unemplo^’ed  could  use  vastly 
more  goods  of  standard  sorts  than  the  economic  system  permits  in- 
dustry to  produce. 

There  cannot  he  too  much  productive  })ower,  in  a country  that  has 
mastered  the  })rohlems  of  what  to  produce  and  how  to  match  the 
supj)ly  of  productive  forces  with  effective  demand  for  products.  But 
as  no  country  has  mastered  this  problem,  there  may  be  too  much  pro- 
ductive ])ower  for  the  system  we  have  of  bringing  supply  and  de- 
mand together.  That  is  one  reason  for  the  view  that  our  interna- 
tional credits  on  account  of  war  debts  may  he  onh'  fictitious  gains  to 
our  national  economy:  our  jjower  to  j)roduce  and  consume  being 
limited  by  our  ini])erfect  machinery  for  matching  supply  with  effec- 
tive demand.  This  general  condition,  however,  aside  from  the  war 
debts,  and  some  specific  dislocations,  is  to  be  charged  mainly  against 
technical  ])rogress  rather  than  the  War.  This  country  would  have 
been  trying  to  produce  things  in  any  case,  and  it  would  hardly  have 
raised  more  agricultural  ]iroducts  if  there  had  been  no  war.  In  all 
human  prohal)ility  it  would  have  had  no  more  favorable  balance  of 
trade,  as  a relief  from  the  danger  of  over})roduction.  It  would  have 
had  })eriods  of  pros])erity  and  depression,  though  the  ])rosperity 
might  not  have  been  as  intense  and  sustained  as  that  of  192r3— 29, 
and  the  depression  or  dej)ressions  very  likely  not  as  severe  as  the 
major  crisis  from  which  we  are  now  suffering.  But  all  this  is  con- 
jectural. 

With  all  the  overequipment  and  resulting  partial  idleness  of  ])lant 
ca])acity  the  rather  stubborn  fact  remains  that  we  have  produced 
and  consumed  more  per  capita  than  ever  before.  Presumably  we  shall 
do  so  again,  after  recovering  from  the  ]u-esent  depression.  No  doubt 
some  ])art  of  the  ])ost-war  ])ros])erity  was  due  to  temporary  causes 
and  lacked  a sound  basis;  hut  that  will  l)e  an  extremely  difficult  mat- 
ter to  ])rove,  one  way  or  the  other.  The  foreign  trade  situation  up  to 
1929  relieved  us,  as  has  already  been  shown,"  of  the  effects  of  the 
impasse  that  results  when  a nation  has  an  industrial  system  built  to 
sell  exports  to  foreigners,  and  the  foreigners  then  take  to  producing 
the  same  woods  for  themselves. 

O 

- See  espcci;i]lv  Cli.aptcr  XII  above.  ]).  17L  cf.  also  p.  177. 
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The  facts  are  not  at  hand  as  to  the  extent  to  whicli  wasteful  du])li- 
cation  of  productive  facilities  has  resulted  from  such  international 
rivalry  for  export  markets  on  the  one  hand  and  self-sulhciencv  on 
the  other.  Our  ])resent  tariff  jjolicy  is,  of  course,  spurring  the  world 
in  that  direction.  A more  self-contained  economic  system  the  world 
over  may  force  us  to  some  read  justments. 

The  War,  as  we  have  seen,  gave  an  enormous  stimulus  to  manu- 
facturing in  this  country.  Some  departments  were  (lej)ressed,  some 
converted  to  war  uses,  some  vastly  ex})anded,  and  some  new  indus- 
tries taken  up.  After  the  War,  the  depressed  nonessential  industries 
resumed  activity,  while  the  surplus  j)roductive  capacity  in  the  ex- 
panded lines  sought  new  outlets — sometimes  at  each  other’s  expense, 
as  we  have  seen.  The  net  effect,  however,  has  been  the  development  of 
new  products  tending  to  enlarge  the  scope  of  consumption  and  ab- 
sorb some  at  least  of  our  sup])osed  surj)lus  of  producing  ])owcr. 

The  ])roblem  presented  is  indeed  a difficult  one.  When  we  solve  it, 
we  shall  have  rid  ourselves,  not  only  of  the  unfavorable  after-effects 
of  the  War,  but  of  the  far  older  and  larger  problem  of  industrial 
de])ressions  and  unemployment.  Toward  the  solution  of  this  prob- 
lem, the  War  can  hardly  be  said  to  have  made  any  contribution,  un- 
less by  bringing  the  evil  more  shar|)ly  into  our  consciousness  it  has 
increased  our  determination  to  make  headway  in  dealing  with  it. 
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A ITNAL  SLALMARY 

The  2)articular  industries  and  phases  of  jJost-war  experience  which 
have  been  sketched  in  the  chapters  just  preceding  constitute  tlie 
weak  spots  and  those  affording  problems  of  post-war  adjustment. 
After  concentrating  attention  on  them  one  ma}^  well  wonder  how  the 
nation  as  a whole  can  have  been  ranked  as  prosperous  beyond  all 
precedent  at  jjrecisely  the  jieriod  when  it  was  handicapped  by  these 
weak  s})ots  and  wrestling  with  these  problems.  Therefore  it  is  well  to 
remind  ourselves  that  the  nation  nevertheless  ivas  prosperous  beyond 
all  jii’ccedent,  in  terms  of  aggregate  and  per  capita  product  and  in- 
come, however  unevenly  this  prosperity  may  have  been  distributed. 

The  problem  of  the  effect  of  the  War  on  this  prosperit}'  may  be 
set  forth  in  two  questions : have  we  been  richer  or  poorer  since  the 
W ar  than  we  should  have  been  if  the  world  had  remained  at  peace ; 
and  have  we  been  richer  or  poorer  than  we  should  have  been  if  the 
W ar  had  come  as  it  did,  but  we  had  remained  neutral.^  The  first 
question  can  be  answered,  after  a fashion  and  with  all  necessary  res- 
ervations, by  an  a})])eal  to  “normal”  trends,  ])rolonged  into  tlie  post- 
war ])eriod ; the  second  question  involves  so  many  uncertainties  that 
it  is  virtually  unanswerable. 

As  to  the  first  question,  it  is  possible,  though  far  from  certain, 
that  the  peak  of  our  ])ost-war  prosperity  was  not  only  the  highest  in 
our  history  but  higher  than  anything  we  should  have  experienced  if 
there  had  been  no  war.  Rut  it  is  also  morally  certain  that  the  depres- 
sions of  1921  and  1930  cut  dce])cr  than  any  that  would  have  oc- 
curred if  the  War  had  not  disrupted  the  economic  life  of  the  world. 
And  with  every  week  that  the  present  depression  continues,  the 
moral  certainty  increases  tliat  the  effect  of  the  War  in  deepening  our 
depressions  outweighs  its  conjectural  effect  in  heightening  our  post- 
war boom;  and  that  we  have  on  the  average  been  ]Joorer  since  1919 
than  we  should  have  been  if  ])cace  had  continued.  It  is  even  possible 
that  we  have  been  ])oorer  since  1922. 

Tlie  question  of  tlie  effect  of  our  participation  in  the  War,  assum- 
ing the  existence  of  war  in  Europe  in  any  case,  is  ho]ielcssly  conjee- 
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tural  because  it  depends  on  what  would  liave  happened  had  we  re- 
mained neutral.  Would  the  Central  I’owers  have  won  the  War,  and  if 
so,  what  effect  would  that  have  had  on  our  international  position.^ 
Such  questions  are  probably  idle.  ^Vhat  seems  fairly  certain  is  that 
our  exceedingly  profitable  neutral  trade  would  have  been  seriously 
hampered  or  crip})led,  and  we  should  have  emerged  without  the  enor- 
mous volume  of  debts  owing  to  us  which  are  hampering  the  resump- 
tion of  normal  economic  relations  at  present.  This  might  have  been  a 
blessing  in  disguise.  And  Europe  would  still,  after  the  War,  have 
been  in  urgent  need  of  our  funds  and  our  goods,  which  we  should 
have  been  in  a position  to  supply.  Hence  there  is  no  adequate  reason 
for  sup})osing  that  our  prosperity  would  have  been  any  less  than  it 
has  actually  been.  Whatever  the  outcome  of  the  War  if  we  had  not 
entered  it,  Europe  could  hardly  have  been  worse  disorganized  than 
the  Peace  of  Versailles  left  it,  nor  international  economic  relations 
more  disruj)ted. 

Perhaps  the  main  reason  for  thinking  that  the  jieak  of  our  post- 
war ])rosperity  was  higher  than  we  should  have  enjoyed  if  there  had 
been  no  war  consists  in  the  fact  that  Europe  had  such  need  of  our 
goods  that  she  bought  them  on  credit  and  so  enabled  us  to  continue 
marketing  a large  export  suiqdus  in  spite  of  the  fact  that  we  were 
now  a creditor  nation  and  would  naturally  be  receiving  an  excess  of 
goods  rather  than  sending  it  out.  Thus  the  process  was  cumulative, 
Europe  falling  increasingly  into  our  debt.  We  have  seen  in  an  earlier 
chapter  that  such  a credit  demand  affords,  while  it  lasts,  probably 
the  greatest  possible  stimulus  to  production ; but  it  is  in  its  essence  a 
tempoi’ary  condition.  The  present  state  of  Europe  indicates  that  the 
process  is  coming  within  sight  of  the  natural  limits  set  by  the  credit 
caj^acity  of  the  European  nations.  From  now  on,  we  must  probably 
get  on  without  a large  part  of  this  extra  and  tenq)orary  stimulus; 
and  therefore  we  may  have  to  resume,  after  the  present  dejiression, 
from  a lower  level  than  the  ])ost-war  trend  hitherto  would  indicate. 
This  is  especially  true  if  the  international  debt  situation  remains  un- 
changed, since  it  constitutes  a serious  obstacle  to  the  resumption  of 
normal  international  trade  relations. 

ddiis  whole  international  debt  situation  has  entered  iqion  a new 
chapter  with  the  “Hoover  plan”  for  a one-year  moratorium,  on 
which  negotiations  are  being  carried  out  as  these  ])agcs  receive  their 
final  revision.  This  proposal  constitutes  the  fir.st  practical  recogni- 
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tion  on  the  part  of  the  United  States  of  the  fact  that  German  repa- 
rations and  interallied  debts  are,  after  all,  bound  together ; and  also 
that  the  terms  of  the  settlements  cannot,  under  all  conditions,  be  lit- 
erally carried  out.  Whether  the  temporary  concessions  made  now  will 
be  sufficient,  from  the  bare  standpoint  of  preserving  Europe  from 
fiscal  and  political  shipwreck  or  whether  some  more  permanent  ad- 
justment will  be  necessary — this  remains  to  be  seen.  The  recent  fall 
in  prices  has  automatically  increased  the  real  burden  of  the  debts  by 
an  enormous  amount.  And  the  whole  situation  increases  the  uncer- 
tainty as  to  whether  it  will  prove  practicable  for  us  to  collect  the  full 
amount  of  the  payments  due  us  under  the  terms  of  the  Young  Plan. 
There  can  be  no  question  but  that  full  collection  would  be  an  evil  for 
the  civilization  of  which  our  country  forms  a part. 

And  even  granting  fiscal  repayment  as  practicable,  it  is  far  from 
cei’tain  that  we  can  collect  these  sums  in  a form  which  will  mean  a net 
addition  to  the  wealth  our  nation  would  otherwise  be  producing  and 
consuming.  There  is  a large  probability  that  at  least  part  of  our  col- 
lections may,  directly  or  indirectly,  displace  domestic  production 
rather  than  add  to  it.  If  Europe  sends  us  goods,  some  of  them  will 
compete  with  our  own  industries  which  are  now  working  at  part  ca- 
pacity for  lack  of  markets.  And  if  Europe  cannot  send  us  goods,  she 
can  buy  less  from  us,  thus  tending  to  reduce  the  output  of  our  ex- 
port industries  which  are  in  a similar  condition.  Our  balance  of  trade 
is  now  being  maintained  by  a reduction  of  Europe’s  jDurchases  from 
us : a situation  from  which  we  do  not  gain.  Thus  the  collections  harm 
Europe  without  clearly  and  certainly  benefiting  us.  In  short,  on 
these  doubtful  matters  of  our  post-war  prosperity  as  affected  both 
by  domestic  and  international  conditions,  the  balance  sheet  of  the 
War  probably  shows  a loss,  though  this  may  not  be  susceptible  of 
proof. 

There  remains  our  domestic  war  debt,  and  the  very  real  and  tan- 
gible billions  of  losses  from  death  and  disability,  whose  fiscal  coun- 
terpart is  found  in  the  budget  of  the  Veterans’  Administration.  This 
last  is  the  chief  clear  and  demonstrable  burden  to  the  national 
economy  remaining  from  the  War.  The  paying  off  of  23  billions  of 
war  borrowings,  with  possibly  13  to  Id  billions  of  interest,  disbursed 
to  our  citizens  after  being  collected  from  our  citizens  as  taxes — this 
involves  burdens  on  our  national  economy,  no  doubt.  But  it  is  not  a 
net  loss  of  23  billions  nor  of  36  or  37  billions.  Whatever  net  burdens 
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there  may  be,  they  are,  if  the  contentions  of  earlier  chapters  are 
sound,  not  capable  of  demonstration  or  measurement.  Aside  from 
the  aftermath  of  death  and  disability,  the  measurable  national  ef- 
fects were  for  the  most  part  borne  while  the  struggle  was  going  on. 
In  that  respect  we  were  the  most  fortunate  of  the  major  partici- 
pants. 

We  were  fortunate,  first  of  all,  in  the  period  of  our  neutrality.  In- 
stead of  plunging  at  once  into  the  conflict,  we  had  some  two  years — 
discounting  the  preliminary  depression — in  which  we  sold  munitions 
at  high  profits  and  received  a general  stimulus  to  our  own  produc- 
tion through  the  diffused  and  cumulative  effects,  with  the  result  that 
we  were  able  to  consume  more  and  at  the  same  time  to  save  enor- 
mously more ; building  up  without  felt  abstinence  the  greater  part  of 
the  productive  plant  for  munition-making  which  was  of  actual  serv- 
ice in  fighting  the  War.  In  general,  productive  equipment  which  we 
had  to  instal  after  our  own  entry  into  the  War  produced  little  effec- 
tive output  before  the  armistice ; and  if  we  had  had  to  rely  solely  on 
such  equipment,  we  should  not  have  been  able  to  congratulate  our- 
selves so  heartily  on  our  performance. 

The  year  1916  was  notable  not  only  for  general  prosperity,  but 
especially  for  the  number  of  very  large  incomes  and  the  size  of  the 
few  largest.^  “Profiteering”  was  not  yet  effectively  limited  by  war 
taxation.  The  rich  had  plenty  of  funds,  either  to  pay  as  taxes,  to 
subscribe  to  government  bonds,  or  to  devote  as  capital  to  essential 
war  production. 

From  our  entry  into  the  War  to  the  end  of  the  fiscal  year  1921 
this  country  spent,  through  Federal,  State,  and  local  governments 
and  private  agencies,  very  nearly  40  billion  dollars  on  war  demands 
of  one  sort  or  another,  of  which  possibly  35%  billions  was  on  ac- 
count of  the  World  War,  and  the  rest  mainly  pensions  to  veterans  of 
former  wars  and  the  normal  peace-time  outlays  of  military  and  naval 
establishments.  Of  the  351/2  billions  some  32  billions  represented  out- 
lays of  goods  and  services  by  the  national  economy  as  a whole,  and 
not  mere  fiscal  transfers  such  as  payment  of  interest  on  the  public 
debt  to  our  own  citizens.  These  war-time  dollars  may  be  thought  of 
as  roughly  equivalent  in  buying  power  to  post-war  dollars  of  1922- 
28.  About  half  of  this  effort  was  concentrated  in  the  calendar  year 

^ See  The  National  Income  and  Its  Purchasing  Potcer,  pp.  171,  177 ; In- 
come in  the  United  States,  pp.  351-357. 
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1918,  constituting  more  than  one-fourth  of  our  national  income  in 
that  year. 

\\  e have  estimated  that  some  13  billions  of  this  war  cost  came  out 
of  increased  productive  effort  during  the  years  1917-19,  as  com- 
jiared  to  the  arbitrarily  chosen  standard  of  the  per  capita  level  of 
1915;  and  19  billions  came  out  of  decreased  consumption,  by  the 
same  arbitrary  standard.  The  years  1920-21  witnessed  a shrinkage 
in  the  national  output  of  wealth  which  would  go  far  toward  wiping 
out  the  increase  in  the  years  1917-19.  Indeed,  over  the  whole  period 
from  1917  to  1922,  and  allowing  for  a normal  upward  trend,  it  is 
more  than  doubtful  if  the  War  caused  any  increase  in  our  national 
volume  of  production  above  what  it  would  otherwise  have  been,  by 
wa}'  of  comj)ensation  for  its  costs.  On  that  basis  the  cost  all  came  out 
of  decreased  consummation,  but  the  retrenchment  was  sj^read  over  a 
longer  time  than  the  war  effort. 

The  increased  out|jut  in  1917-19  was  made  jDossible  largely  be- 
cause, in  spite  of  fewer  workers  attached  to  private  em}jloyments, 
there  were  more  j^ersons  actually  at  work  in  them.  This  came  about 
sim])ly  through  lessened  unemm)loyment.  Furthermore,  those  in  es- 
sential industries  ])ut  in  a great  deal  of  overtime.  In  human  terms  as 
well  as  in  money  terms,  this  was  more  than  usually  costly  output. 

The  workers  who  j)roduced  it  naturally  did  not  receive  their  full 
share  of  the  increase — naturally,  that  is,  in  view  of  the  need  of  di- 
verting over  one-fourth  of  the  whole  to  the  Government.  The  pur- 
chasing  |)ower  of  salaries  shrank  by  billions,  inflicting  on  this  class 
the  most  ])incliing  economic  burdens  borne  by  any  major  groujD.  The 
total  amoiint  of  salaries  increased,  even  in  buying  power,  simply  be- 
cause there  was  sucli  an  increase  in  numbers  working  for  the  Govern- 
ment. As  for  wages,  wage  rates  ])robablv  failed  to  keep  full  ]>ace 
with  rising  costs  of  living,  but  annual  earnings  per  worker  showed 
some  gains,  because  workers  were  more  fully  emjiloycd.  In  this  form 
of  added  work  done,  wageworkers  made  a contribution  which  the  fig- 
ures of  national  income  fail  to  show. 

I'armcrs  gained  over  5 billions  in  the  years  1917—19,  and  might 
be  said  to  have  been  ])aying  for  it  ever  since.  Business  incomes,  in- 
cluding corporate  savings,  mounted  enormously,  though  only  a mod- 
erate increase  found  its  way  to  individuals  as  interest  and  dividends, 
d'he  true  worth  of  these  cor])orate  savings  it  seems  imj)ossible  to 
measure,  owing  to  uncertainties  as  to  the  real  meaning  of  net  incomes 
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reported  in  a time  of  great  inflation,  and  tlie  difficulty  of  choosing  an 
appro})riate  index  number  to  deflate  them.  In  any  case,  the  shrink- 
age of  consumption  came  for  the  most  part  out  of  salaried  workers 
and  security  holders.  The  latter  j)aid,  not  through  shrunken  in- 
comes, but  in  loans  and  taxes.  And,  of  course,  they  retained  their 
equities  in  an  increased  corporate  suiqdus,  and  some  billions  of  gov- 
ernment bonds,  on  which  they  ])robably  received  as  interest  some- 
thing more  than  they  had  to  pay  as  taxes  to  meet  this  same  interest 
on  the  bonds  held  by  themselves  and  their  neighbors. 

Besides  the  economic  outlays,  made  at  the  time  the  War  was 
fought,  in  the  sha])e  of  increased  efforts  and  decreased  consumj)tion, 
there  were  also  valuable  coal  and  ores  taken  out  of  the  ground  and 
destroyed.  Such  costs  as  these  bear  on  the  future,  and  their  amount 
is  hardly  measurable.  But  our  estimated  32  billions  was  disposed  of 
at  the  time.  What  was  left  over  included  a mass  of  fiscal  obligations 
requiring  us  to  collect  money  as  taxes  and  disburse  it  as  interest  or 
other  forms  of  payment,  all  to  the  same  general  body  of  citizens 
from  whom  the  taxes  came,  though  not  in  the  same  ])roportions.  The 
more  material  post-war  burdens  for  the  nation  as  a whole  consisted 
of  the  task  of  demobilizing  industrv  from  war  and  remobilizing  it 
for  peace;  and  the  burden  of  the  dead  and  injured. 

The  task  of  paving  off  our  war  borrowings,  ])rincij)al  and  inter- 
est, will  probably  require  a total  volume  of  financing  amounting  to 
over  36  billions,  wliich  will  presumablv  be  disposed  of  not  much  later 
than  1950.^  The  longer  it  takes,  the  larger  the  total  amount  of  inter- 
est financing.  Bv  that  time,  if  no  further  concessions  are  made  to 
foreign  countries,  we  shall  have  received  5 or  6 billions  from  them  as 
del)t  settlements,  reducing  the  burden  on  our  own  taxes  from  war- 
debt  financing  to  some  31  billions  or  more. 

Assuming  that  the  income  tax  bears  the  burden,  this  amounts  to 
collecting  the  31  billions  mainly  from  the  wealthy  and  well-to-do 
and  distributing  it  to  a group  whose  average  wealth  is  still  greater. 
W e might  have  saved  ourselves  this  necessity  by  trebling  our  taxa- 
tion during  the  War — if  we  could.  The  total  amount  of  tax  financ- 
ing would  have  been  far  less  than  we  sliall  ultimatelv  have  to  carry 
out,  and  this  in  itself  would  have  been  an  advantage  to  our  national 
economy,  tliough  nothing  remotely  approaching  the  full  amount  of 

“ This  estimate  of  36  billions  docs  not  include  the  ]n-inci]ial  of  the  rehor- 
rowings  made  necessary  by  the  present  de])ression. 
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the  interest  charges  we  should  liave  avoided.  Rut  the  feat  was  impos- 
sible ; or  if  })ossible  could  have  been  done  only  at  the  cost  of  imposing 
crippling  burdens  on  business,  or  on  the  masses  of  the  people,  or 
both.  The  taxes  of  the  rich  could  not  have  been  trebled,  for  the 
simple  reason  that  they  were  already  j)ajing  more  than  one-third  of 
their  incomes.  The  added  burden  would  of  necessity  have  fallen  with 
crushing  impact  on  the  small  and  medium-sized  incomes.  Thus  the 
post-war  interest  jjayments  represent,  on  the  whole,  the  lesser  of  two 
evils. 

The  economic  burden  of  death  and  disability,  so  far  as  it  can  be 
measured  at  all,  consists  first  of  loss  of  income  to  the  disabled  and  to 
the  de])endents  of  the  dead  to  an  amount  which  we  have  estimated  at 
about  8.7  billions  for  the  present  numbers,  and  which  is  likely  to 
grow  by  new  cases,  possibly  to  10  billions.  Resides  the  loss  of  income 
there  are  services  involved  in  administering  the  relief,  as  well  as  hos- 
])italization,  vocational  rehabilitation,  and  other  services.  The  total 
social  cost  is  necessarily  considerably  more  than  the  bare  loss  of  in- 
come. For  one  thing,  it  cost  a great  deal  more  to  administer  a trans- 
fer of  funds  from  taxpayers  to  veterans  than  from  taxpayers  to 
bondholders.  And  there  is  an  inevitable  tendency  to  add  to  the  relief 
of  strictly  war  losses,  taking  on  the  relief  of  disabilities  or  other  mis- 
fortunes not  caused  by  the  War.  With  this  there  need  be  no  quarrel, 
so  long  as  it  is  ke})t  within  reasonable  bounds. 

Thus  it  seems  not  unreasonable  to  estimate  that  adequate  relief, 
economically  administered  on  ])resent  ])rinciples,  can  be  had  for  a 
total  fiscal  cost  of  not  much  more  than  20  billions.  This  is  probably 
a minimum  figure;  as  for  a maximum,  none  can  be  set  so  long  as  leg- 
islative bodies  retain  the  ])ower  to  grant  increased  privileges  and 
benefits,  and  to  extend  the  duration  of  claims  beyond  the  normal  life- 
times of  the  veterans.  If  we  follow  the  Civil  War  precedents  in  these 
matters,  the  total  burden  will  be  far  more  than  20  billions. 

In  the  ordinary  course  of  events,  this  fiscal  burden  should  have 
])asscd  its  ])cak  by  1946,  by  which  time  the  war-time  life  insurance 
annuities  will  have  terminated  and  the  fund  to  finance  the  adjusted 
sei-vico  certificates  is  to  be  completed,  thus  removing  two  major  divi- 
sions of  the  expense  budget.  From  that  time  on  the  total  burden 
should  dwindle  fairly  ra])idly  as  the  number  of  claimants  diminishes 
from  natural  causes.  It  is  only  on  this  assunq)tion  that  it  is  possible 
to  estimate  a total  as  low  as  20  billions.  This  is  entirely  consistent 
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with  adequate  relief  of  losses  actually  due  to  the  AYar  though  it  inav 
not  be  enough  to  finance  the  measures  of  relief  which  will  be  found 
politicalh'  expedient. 

Ry  1950  or  soon  thereafter,  our  war  debt  will,  in  all  human  ]>roba- 
bilit}^  be  ])aid  off.  B}'  that  time,  if  the  outlays  for  veterans’  relief  re- 
main fairly  conservative,  and  if  no  unexpectedly  great  increase  in 
compensable  disabilities  occurs,  and  if  tbe  present  debt  settlements 
with  foreign  nations  are  carried  out — three  large  “ifs” — our  Gov- 
ernment will  have  no  further  net  fiscal  burdens  left  from  the  World 
AY  ar.  From  then  on  the  debt  settlements  will  exceed  the  })robable  cost 
of  veterans’  relief,  and  will  go  on  increasing  as  the  veterans’  i-elief 
dwindles.  From  that  time  on  the  AA"ar  may  be  a source  of  net  income 
to  our  Government,  if  we  have  the  hardihood  under  those  conditions 
to  collect  it. 

As  we  have  seen,  the  national  outlav  of  goods  and  services,  made 
at  the  time  of  the  AA^ar,  amounts  to  an  estimated  32  billions,  while  the 
aftermath  includes  debits  and  credits  which  may,  in  the  long  run, 
offset  each  other,  if  the  foreign  debts  are  collected,  and  if  the  collec- 
tion actually  benefits  our  national  economv.  Even  on  this  basis,  the 
balance  up  to  1950  will  show  a shortage  of  several  billions,  to  be 
added  to  the  original  32.  In  addition,  there  are  the  vast  sums  rated 
in  this  study  as  “fiscal  transfers.” 

The  whole  account  could  be  treated  in  another  way,  ignoring  the 
debts  due  us  from  abroad  on  the  ground  either  that  thev  cannot  be 
collected,  or  that  the  fiscal  collections  are  likelv  to  vield  our  national 
economy  no  benefit.  There  is  a fair  case  alreadv  for  the  pro])osition 
that,  including  their  share  of  responsibility  for  the  present  depres- 
sion, the  debt  ])ayments  received  to  date  have  done  our  national 
economy  more  harm  than  good.  On  this  basis  we  have  the  32  billions 
already  reckoned,  plus  something  like  10  billions  representing  loss  of 
income  to  actual  persons  through  death  and  disability,  ])his  actual 
costs  of  medical  and  hos])ital  benefits  and  of  administration  of  the 
compensation  system.  Besides  these  42  billions  there  is  an  even  larger 
volume  of  “fiscal  transfers.”  This  includes,  on  a conservative  esti- 
mate, some  10  billions  of  compensation  to  veterans  and  dejiendents 
beyond  war  losses  as  reckoned  above.  A considerable  part  of  this  is, 
as  we  have  already  seen,  an  unavoidable  incident  of  any  just  scheme 
of  compensation.  Other  fiscal  transfers  will  include  ]U-obably  some 
38  billions,  mostly  principal  and  interest  on  our  domestic  war  debt. 
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The  net  burden  on  the  national  economy  rej^resented  by  these  “fiscal 
transfers”  is,  of  course,  far  less  than  the  total  of  4<8  billions,  and  is 
wholly  beyond  scientific  computation. 

So  much  for  the  tangible  economic  quantities.  What  of  the  in- 
tangibles.^ Has  the  War  been  a gain  or  a loss  to  us  in  other  than 
dollar  values.^  such  discussion  is  necessarily  subjective  in  its 

standards,  to  some  extent  at  least ; and  the  best  course  may  be  to  dis- 
cuss it  frankly  from  the  standpoint  of  the  writer’s  own  predilections. 
The  attempt  to  discuss  it  objectively  from  the  standpoint  of  gener- 
ally accepted  canons  faces  almost  insuperable  difficulties.  One  can 
hardly  ado])t  the  standards  of  President  Harding’s  “normalcy”  as 
measures  by  which  to  judge  of  normalcy’s  worth,  suh  specie  aeterni- 
tatis. 

For  one  thing,  the  War  gave  us  a j^roven  sense  of  caj^acity  for 
national  accomplishment  which  was  decidedly  lacking  before  1917. 
Then,  we  were  a nation  of  self-confident  people,  but  we  were  not  a 
self-confident  nation.  Too  many  untested  elements  had  gone  into  our 
melting  pot.  Those  of  native  stock  felt  that  they  could  answer  for 
themselves  and  the  elements  to  which  they  were  accustomed,  but  what 
of  the  others  .P  Our  ability  to  control  racially  heterogeneous  masses 
and  masses  impregnated  with  the  newer  types  of  radicalism : this  was 
a matter  of  real  doubt.  There  was  question  even  of  the  ph}"sical 
hardihood  and  courage  of  the  Uncle  Sam  of  the  machine  age.  Few 
would  have  predicted  that  we  could  put  two  million  men  in  France 
and  twelve  hundred  thousand  on  the  battle  front  in  successful 
struggle  with  Germany’s  veterans. 

We  could  not  have  done  it  with  our  own  resources  alone — not  in 
1918 — let  us  always  remember  that.  Yet  it  is  also  good  to  remember 
that  the  thing  was  done.  American-made  artillery  was  lacking  and 
American-made  aiiqilanes  were  few,  but  our  men  ])roved  their  worth. 
Our  unity  under  strain  was  adequate  to  meet  the  situation.  If  the 
writer  adds  that  he  would  not  have  wished  it  to  be  much  greater,  he 
will  merely  reveal  the  fact  that  he  regards  the  war  psychology  as  a 
necessary  evil  in  its  suppression  of  normal  dissent,  hardly  less  than 
in  its  ])ro])aganda  of  uncritical  hating.  We  may  feel  proud  of  our 
])erformance  Avithout  rejoicing  in  these  accompaniments  of  it. 

Tliere  are  curious  contradictions  in  the  outcome.  The  American 
lYdcration  of  T>abor,  which  had  seemed  only  waiting  for  Gonqiers’ 
dcaili  to  i^ass  into  more  radical  hands,  returned  to  the  Gompers 
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standard  and  elected  a man  of  his  general  stamp  of  policy  to  succeed 
him.  This  looks  like  a move  to  the  right.  And  yet  American  socialism, 
because  it  supported  the  War  and  because  Bolshevism  gave  us  some- 
thing more  radical  to  compare  it  with,  came  for  a time  at  least  to  he 
viewed  as  almost  conservative.  And  this  looks  like  a shift  to  the  left. 
In  the  morals  of  the  sexes,  increased  radicalism  is  clearly  evident, 
and  the  War  may  well  have  hastened  this  movement,  though  it  did 
not  create  it. 

The  moral  effects  of  war  to  those  who  saw  service  are  more  impor- 
tant, but  harder  to  determine,  than  gains  or  losses  in  dollars  and 
cents.  On  the  whole,  it  seems  fair  to  say  that  neither  the  idealism  nor 
the  depravity  of  war  appear  to  have  produced  a lasting  eff  ect  on  the 
great  majority,  so  far  as  their  everyday  conduct  is  concerned.  Some 
have  probably  found  the  army  life  damaging  to  their  fitness  for  the 
responsibilities  of  an  individualistic  existence.  There  is  }>lenty  of  the 
economic  motive  in  army  life,  but  it  operates  on  a genially  preda- 
tory plane;  one  must  watch  one’s  kit  against  one’s  buddies.  For  the 
private,  the  atmosphei'e  is  one  of  irresponsibilitv  in  matters  most 
closely  corresponding  to  the  burdens  and  demands  of  business  or 
industry. 

There  is  some  disposition  to  make  the  War  directly  to  blame  for 
the  recent  real  or  supposed  crime  waves.  This,  of  course,  is  a matter 
that  can  hardly  be  ])roved.  It  seems  fair  to  assign  the  War  some  re- 
sponsibility, hut  mainly  of  an  indirect  sort.  It  may  well  have  helped 
to  make  some  of  the  veterans  intolerant  of  the  restraints  of  industry, 
or  otherwise  to  unfit  them  for  its  requirements ; and  a man  unfitted 
for  regular  economic  existence  is  a potential  recruit  to  the  irregular 
existences.  In  some,  the  fact  that  they  had  been  hardened  to  the  use  of 
firearms  and  the  taking  of  life  may  have  shown  itself,  in  the  course  of 
a criminal  career,  in  increasingly  reckless  killings.  But  modern  gun- 
men are  so  young  that  if  we  are  to  blame  the  War  for  them  we  must 
blame  its  effect  on  the  minds  of  children.  Probably  a larger  measure 
of  res])onsibility  for  the  cheapness  of  human  life  in  certain  quarters 
is  to  be  charged  against  the  organized  and  illegal  liquor  traffic  (it- 
self a result  of  the  War)  together  with  the  com]:)arative  immunity 
from  punishment  and  the  general  weakening  of  the  older  moral 
sanctions. 

Wliile  speaking  of  the  excesses  of  lawlessness,  it  is  well  not  to  for- 
get the  excesses  and  occasional  lawlessness  that  were  shown  by  officers 


288  COSTS  OF  WORLD  WAR  TO  AMERICAN  PEOPLE 


of  the  law  at  the  height  of  the  jJost-war  campaign  against  radicals 
and  reds.  This  has  jdaced  some  serious  blots  on  our  record  as  a free 
j)eople.  It  was  one  of  the  least  tolerable  sides  of  “normalcy” ; and  its 
excesses  were  directly  chargeable  to  the  war  psychology.  They  might 
well  have  stimulated  an  increase  of  radicalism,  had  not  other  forces 
decreed  its  decline. 

In  general,  some  reaction  against  Wilsonian  idealism  was  prob- 
ably only  natural.  Rut  the  violence  of  the  reaction  that  actually  oc- 
curred was  probably  a phase  of  something  wider;  a moral  letdown 
after  undue  strain,  possibly  reinforced  by  the  generally  callous  atti- 
tude which  war  jjromotes  and  which  is  described  by  the  ])hrase, 
“hard-boiled.”  It  was  such  an  attitude  that  bred  the  scandals  of  the 
Harding  administration;  and  it  is  highly  probable  that  the  War  had 
some  responsibility  both  for  developing  this  attitude  and  for  letting 
it  make  its  way  into  high  places.  The  parallel  of  Grant’s  administra- 
tion is  too  ]jointed  to  be  overlooked.  Rut  we  must  not  yield  to  the 
tem])tation  to  blame  everything  we  do  not  like  on  the  War. 

On  the  whole,  the  morale  of  the  labor  situation  appears  to  have 
im])roved  during  and  since  the  ^Var,  except  from  the  standpoint  of 
the  revolutionary.  There  has  been  more  willingness  to  cooperate,  and 
the  growth  of  employees’  representation  in  one  form  or  another  is 
undoubtedly  a step  in  advance,  though  complicated  by  the  use  of 
coni})anv  unions  to  weaken  the  power  of  national  organizations  of 
labor.  The  open  shop  movement  probably  did  not  succeed  in  doing 
enough  harm  to  outweigh  this  element  of  ])rogress.  The  accommoda- 
tive spirit  of  labor  seems  even  to  be  surviving  the  effects  of  the  de- 
])ression  of  1930,  des])ite  what  use  radical  ])ro])aganda  has  been  able 
to  make  of  that  catastro])he.  If  another  such  catastrophe  comes  with- 
out definite  steps  being  taken  to  ]>rotect  labor  against  the  resulting 
economic  shipwreck,  we  shall  only  haye  ourselyes  to  blame  if  the  atti- 
tude of  labor  becomes  less  ])eaceful  and  tolerant. 

Another  result  of  the  War  was  a strengthening  of  the  forces  mak- 
ing for  more  tolerant  treatment  of  trusts  and  industrial  combina- 
tions. Whether  this  is  a force  for  good  or  ill  is  ])erhaps  a matter 
which  no  one  man  should  undertake  to  determine.  To  date,  probably, 
it  has  on  the  whole  made  for  increased  industrial  efficiency  without 
obviously  or  grossly  op|)i'essiye  ])rice  tactics. 

In  international  affairs,  the  sccpicl  of  the  War  in  this  country 
seems  to  haye  been  an  increasingly  stubborn  insularity,  resisting  an 
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inescapable  trend  toward  sharing  in  world  affairs.  The  fact  that  this 
resistance  is  less  strong  on  the  eastern  seaboard  may  be  a mitigating 
factor,  or  it  may  only  be  a cause  for  the  development  of  an  ill- 
omened  sectionalism  between  the  eastern  seaboard  and  the  interior. 
The  result  has  been  partially  to  debar  us  from  the  one  greatest 
compensation  the  War  has  had  for  the  states  of  Europe:  the  develop- 
ment of  organizations  for  international  cooperation  and  adjudica- 
tion. The  Kellogg  treaties  indicate  that  we  are  ready  to  lend  support 
in  our  own  way,  and  may  mark  the  shift  to  a more  hopeful  attitude. 
And  the  present  writer  would  be  far  from  undertaking  to  decide  in 
just  what  form  we  may  best  make  our  contribution — if  onU*  all  con- 
tribution be  not  refused. 

Our  post-war  insularity  includes — with  those  who  cultivate  it — a 
thoroughly  thick-skinned  attitude  as  to  what  other  j)eoples  think  of 
us.  To  those  who  hold  this  attitude  consistent!}',  our  post-war  unpopu- 
larity may  perhaps  be  no  conscious  loss.  But  this  attitude  of  abnor- 
mal insensibility  is  itself  a loss  of  a rather  grave  sort:  a harmful 
defense  mechanism  against  the  losses  we  have  actuallv  suffered.  For 
we  have  lost  something;  in  the  foreign  reactions  to  the  collection  of 
the  war  debts,  to  the  invasion  of  other  countries  by  American  capi- 
tal, to  our  own  intensified  tariff  exclusiveness.  We  have  not  been  verv 
actively  loved  in  the  past,  perhaps ; but  now  we  seem  to  be  actively 
resented,  for  reasons  not  difficult  to  understand.  This  is  a real  loss ; 
which  can  probably  be  repaired  in  proportion  as  we  cooperate  in  the 
machinery  which  has  been  set  up  for  the  constructive  handling  of 
international  problems. 

But  it  is  impossible  to  canvass  all  the  effects  of  the  War,  and  still 
more  impossible  to  assess  their  worth  and  weight.  It  was  a great  ca- 
lamity ; one  of  which  we  did  not  feel  enough  of  the  weight  to  make  us 
appreciate  what  the  rest  of  the  world  has  borne  and  suffered.  Per- 
hai^s  one  of  the  most  pregnant  commentaries  on  the  episode  is  the 
fact  that  our  enormous  economic  out])ourings  did  not  bring  our  real 
sacrifices  within  the  same  range  of  magnitudes  with  those  of  Europe. 
For  us,  the  remaining  material  burdens  are  light  relative  to  our 
strength,  and  the  most  important  things  are  the  im])onderables. 

Here  also  the  War  was  a calamity,  though  with  comjjensations.  It 
did  not  literally  turn  the  clock  of  ]u-ogress  back  a decade  or  a gen- 
eration : the  effect  was  not  as  simple  as  that.  In  some  things  we  have 
gone  far  backward ; while  in  others  the  introduction  of  useful  ideas 
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ma}"  actually  have  been  hastened.  We  have  learned  things,  as  men 
must  from  any  great  experience;  but  too  often  we  seem  to  have 
learned  the  wrong  things.  And  we  might  have  had  better  experiences 
to  learn  from.  Perhaps  all  we  can  be  sure  of  is  that  nothing  has  re- 
mained untouched  by  the  War.  Everything  that  has  happened  has 
happened  differently  because  of  it. 


TREASURY  ESTIMATE  OE  WAR  EXPENDITETRES 

Money  Cost  of  the  World  War  to  the  United  States  Government  to  Jtine  30,  1939  * 

[Net  expenditures  of  the  United  States  Government  after  deducting  tlie  estimated  value  of  certain  assets  acquired] 

Fiscal  years  1017  to  1021 
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ational  security  and  defense,  war  materials  inves- 
tigations, etc.,  adjustment  and  payment  of  min- 
eral claims  . 4, 316,697.91  220,652.23  4,096,015.71 
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8 The  sum  of  $25,000,000  was  covered  into  tlie  Treasury  during  the  fiscal  year  1922;  on  account  of  the  remaining  .$25,000,000  of 
its  capital  stock  tlie  Grain  Corporation  turned  over  to  the  Treasury  certain  foreign  obligations  received  by  it. 


Fiscal  years  1917  to  1921 

Assets  June  30, 1921 

Expenditures  Receipts  {partly  estimated)  Net  war  cost 
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1921,  a large  part  of  which  has  suhsequeiitly  been  converted  into  cash  and  covered  into  the  Treasury,  the  remainder  being  estimated. 
Necessarily  some  of  the  figures  rejiresent  aiiproximations,  since  no  cost  records  relating  to  the  w-ar  were  maintained. 
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CALCULATIONS  OF  ECONOMIC  LOSS  THROUGH 
DEATH  AND  DISABILITY 

The  estimate  here  made  of  the  economic  “worth”  of  a human  life  (in 
the  sense  of  loss  due  to  death)  is  a departure  from  that  made  by  Drs. 
Dublin  and  Lotka,  and  uses  their  basic  datad  Their  figures  give 
the  discounted  present  worth,  at  all  ages  from  birth  to  age  seventy- 
five,  for  the  group  we  are  considering,  of  future  earnings  minus  fu- 
ture personal  consumption.  The  result  is  taken  to  show  the  economic 
worth  of  a man,  not  to  himself  but  to  his  dependents,  actual  and  po- 
tential. The  purpose  of  the  modified  study  here  undertaken  is  to 
eliminate  the  values  accruing  to  the  purely  potential  dependents : 
that  is,  those  whose  very  existence  is  potential.  In  the  case  of  a man 
dying  at  the  age  of  twenty,  not  yet  married  and  having  no  children, 
Dublin’s  method  includes  the  value  he  would  have  had  to  his  wife  and 
the  children  who  would  have  been  born  to  them  if  he  had  lived.  These 
children  do  not  exist  and  never  will  exist,  and  for  that  reason  the 
present  study  undertakes  to  rule  out  their  interest  and  estimate  only 
the  loss  suffered  on  account  of  this  death  by  persons  actually  exist- 
ing. On  this  basis  the  future  wife  has  a recognizable  interest,  but  the 
future  children  do  not. 

Their  share  nevertheless  enters  into  the  calculation,  but  in  a nega- 
tive way.  Considering  the  young  married  man  who  has  as  yet  no  chil- 
dren, there  are  two  living  })ersons  in  the  family,  the  man  and  his  wife 
— also  their  parents,  whose  interest  will  ultimately  be  reckoned  with. 
But  if  the  man  had  lived,  his  wife  would  not  have  enjo^^ed  half  his 
income,  because  in  that  case  there  would  have  been  children  to  sup- 
port, and  her  share  would  be  correspondingly  reduced.  What  we 
have  to  reckon  is  her  share,  and  that  of  the  parents,  in  the  man’s  in- 
come when  distributed  among  a family  of  normal  size  and  composi- 
tion. Furthermore,  account  is  taken  of  the  fact  that  while  the  child- 
less widow  is  deprived  of  financial  support,  she  is  also  typically  freed 

' Since  tliis  ajipendix  was  written,  their  material  lias  appeared  in  book 
form.  See  Dublin  and  I.otka:  The  Money  Value  of  a Man,  1930.  For  con- 
venience, the  method  is  referred  to  as  Dublin’s  in  this  diseussion. 
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from  the  burden  of  maintaining  a family  home,  and  this  constitutes 
a very  marerial  credit,  mitigating  the  purely  economic  loss. 

The  type  of  estimate  indicated  by  these  considerations  involves 
matters  of  judgment  and  guessing  which  prevent  it  from  being  as 
accurate  as  Dublin’s  reckoning  of  income  minus  personal  consump- 
tion. But  it  seems  that  a rough  and  approximate  estimate  of  the 
factors  logically  pertinent  to  the  j)rohlem  in  hand  is  preferable  to  a 
more  formally  accurate  calculus  which  includes  factors  not  logicallv 
pertinent  to  it. 

Dublin’s  calculation  proceeds  in  the  following  way.  lie  starts  with 
100,000  children  born,  and  computes  the  number  surviving  at  all 
ages,  using  recent  mortality  data  which  give  longer  life  expectancies 
than  the  standard  American  Idfe  Table.  He  also  estimates  the  per- 
centage of  these  survivors  who  are  gainfully  employed.  lie  con- 
structs a scale  of  earnings  for  a gainfully  employed  person  through 
the  successive  years  of  his  working  life,  the  rate  increasing  with  age 
and  experience  up  to  a maximum  and  then  declining.  Studies  have  so 
far  been  published  for  the  “$2,500  group”  and  the  “$5,000  group.” 
The  $2,500  groipi  is  one  whose  maximum  earnings  per  employed  in- 
dividual are  $2,500  per  year,  while  the  average  throughout  the 
working  life  is  approximately  $2,100.  And  it  is  this  group  on  which 
we  shall  base  our  calculations,  scaling  down  the  amounts  to  corre- 
spond with  average  earnings  of  $1,500  per  year.  From  these  data 
the  aggregate  earnings  of  all  the  survivors  at  every  age  are  then 
computed.  Individual  cost  of  living  is  also  estimated,  and  total  cost 
of  living  for  all  survivors.  From  these  figures  can  he  secured  the 
total  “net”  income  of  all  the  survivors  at  each  atje.  These  amounts 
are  then  discounted  and  added  together  so  as  to  give  the  present 
worth  of  the  100,000  newborn  infants,  the  92,606  infants  of  one 
year,  and  so  on  down  to  the  30,941  surviving  at  age  seventy-five. 
Dividing  this  aggregate  net  worth  of  each  age-group  by  the  number 
in  each  group,  the  result  is  the  actuarial  “net  worth”  of  one  man  at 
any  age. 

In  his  study  of  the  “$5,000  group,”  Dr.  Dublin  introduces  one 
difference  of  treatment.  Instead  of  deducting  personal  consumption 
on  the  basis  of  a scale  of  necessary  expenditures  considered  appro- 
priate to  the  income-group,  as  he  did  for  the  $2,500  group,  he  ap- . 
portions  the  total  income  on  the  basis  of  a scale  of  adult  consuming 
units  in  the  familv.  This  scale  assumes  that  the  man  marries  at  the 
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age  of  twenty-five,  and  obviously  treats  tlie  wife  as  one  full  adult 
unit,  but  tbe  amounts  allowed  for  children  of  different  ages  can  only 
be  inferred  from  the  family  totals.  There  is  also  an  allowance  for 
savings,  sufficient  to  yield  a fair  retirement  income  from  the  interest 
alone.  And  these  savings  become,  in  effect,  part  of  the  excess  of  in- 
come above  personal  consumption  which  is  discounted  to  find  the  net 
worth  of  the  breadwinner  to  his  dependents.  This  seems  justifiable, 
since  tbe  savings  ultimately  jJass  to  bis  heirs,  with  compound  interest 
exce})t  for  the  years  when  the  breadwinner  is  himself  living  on  the 
income.  And  for  these  years,  when  the  breadwinner  is  consuming  but 
not  producing,  he  is  credited  with  a negative  value  which  at  least 
roughly  balances  the  amount  of  interest  of  which  his  heirs  fail  to 
receive  the  benefit. 

The  projjosed  modification  of  Dublin’s  method  requires  more  com- 
])utation,  for  reasons  which  will  readily  appear.  And  to  avoid  a pro- 
hibitive burden  the  observations  are  taken  at  five-year  intervals, 
using  ages  two,  seven,  etc.,  to  represent  the  mid-points  of  five-year 
groups.  It  also  becomes  necessary  to  follow  the  method  of  dividing  the 
income  among  the  members  of  the  family  on  the  basis  of  adult  con- 
suming units.  Then,  instead  of  treating  the  whole  surplus  above  per- 
sonal consumption  as  net  value,  it  becomes  necessary  to  calculate  for 
each  age  the  interest  of  dependents  then  living  in  the  future  income. 
It  is  this  which  increases  the  number  of  computations  necessary. 

For  tbe  unmarried  male,  the  persons  having  a recognizable  inter- 
est in  his  future  earnings  are  his  future  wife  and  his  parents.  The 
parents’  interest  is,  of  course,  a minus  quantity  for  the  years  they 
must  sup|iort  him,  and  a much-discounted  positive  quantity  for  the 
later  vears  when  the  ]iarents  may,  in  turn,  be  receiving  support  from 
their  son.  For  the  childless  married  man  the  ])otential  wife  has  be- 
come an  actual  widow,  and  we  must  consider  whether  her  interest  is 
modified  by  that  fact.  Her  interest  in  the  current  year’s  income  is 
that  of  one  adult  out  of  two.  Her  interest  in  the  income  of  ten  to  fif- 
teen years  hence  is  the  interest  of  one  adult  in  what  would  by  then  be 
a full-sized  family  containing,  on  Dublin’s  reckoning,  from  3.8  to 
4.3  adult  consuming  units. 

ddie  birth  of  the  first  child  adds  one  more  living  de]>endent  who 
has  an  interest  in  the  man’s  future  earnings,  and  something  to  lose 
by  bis  death,  and  so  increases  the  worth  to  liying  de])endcnts  of  all 
his  future  instalments  of  income.  Haying  added  one  child  to  his 
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family,  the  “worth  to  living  dependents”  of  his  income  at,  for  in- 
stance, age  forty  is  larger  than  it  was  before  tlie  child  was  horn,  by 
just  the  amount  of  the  child’s  share.  The  second  child  has  a similar 
effect,  and  the  third,  by  which  time  we  have  the  “standaril”  family 
of  five,  and  his  net  worth  to  his  living  dependents,  in  case  of  death 
thereafter,  will  he  something  like  the  full  amount  sliown  by  Dublin’s 
calculation : total  income  less  personal  consumption. 

The  birth  of  the  first  child  also  changes  the  economic  status  of  the 
widow  for  the  worse,  since  she  now  has  a home  to  make  for  tlie  child. 
The  death  of  the  liusband  deprives  her  of  financial  support  without 
freeing  her  from  the  burden  of  home-making;  and  is  thus  a much 
heavier  economic  loss  than  for  the  childless  widow.  Further,  some 
account  must  be  taken  of  the  number  of  wives  who  die  before  their 
husbands  and  therefore  have  no  interest  surviving  the  husband's 
death;  also  of  the  fact  that  the  widow’s  loss  terminates  witli  the 
widow’s  own  death.  It  also  terminates  with  her  remarriage,  l)ut  the 
present  study  has  balked  at  that  particular  detail  of  liv})othetical 
family  history,  and  given  the  value  of  human  life  the  resulting 
benefit. 

All  the  other  matters  mentioned,  however,  are  given  some  rej)re- 
sentation  in  the  computation  which  follows. 

The  general  method  is  to  start  with  Dublin’s  100,000  born,  and  set 
down  in  the  first  column  the  number  of  survivors  at  ages  two,  seven, 
twelve,  etc.,  and  in  the  second  column  the  total  earnings  of  these  sur- 
vivors, using  five-sevenths  of  the  figures  for  Dublin’s  .$2,-500  grou]). 
The  third  column  gives  the  number  of  adult  consuming  units  in  the 
assumed  normal  family,  and  furnishes  tlie  key  to  the  division  of  the  in- 
come and  the  computation  of  the  dependents’  interests,  though  with 
various  adjustments  which  will  need  some  detailed  explanation.  This 
scale  of  adult  consuming  units  is  only  one  of  many  parts  of  the  proc- 
ess depending  on  judgment  and  estimate.  Next  comes  the  estimate 
of  the  interest  of  survivors  in  the  successive  years’  income  of  an  un- 
married ]ierson,  followed  in  successive  columns  by  the  discounted 
worth  of  this  series  at  different  ages.  Next  comes  the  interest  of  sur- 
vivors in  the  successive  years’  income  of  a married  man  of  twenty- 
seven  with  one  child,  followed  bv  their  discounted  worth  at  age 
twenty-seven.  Tlie  process  is  re]ieated  for  tlie  man  of  thirty-two  with 
two  children,  the  man  of  thirty-seven  with  three  children,  and  the  man 
of  forty-two  with  his  maximum  family,  which  we  are  representing  as 
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averaging  3Yj  children  and  a percentage  of  dependent  parents.  This 
column  serves  as  a basis  for  calculating  discounted  worths  for  all 
subsequent  ages,  since  all  the  dependents  are  now  represented  and 
there  is  no  further  change  in  the  list  of  claimants  to  shares  in  the 
man’s  income. 

The  sum  of  the  “discounted  worth”  column  for  any  age,  say 
twenty-seven,  gives  the  total  worth  of  the  83,692  persons  w'ho  are 
supposed  to  survive  to  that  age : or  would  do  so  if  the  table  gave  fig- 
ures for  ever}'  year  instead  of  every  fifth  year.  A fair  approximation 
is  had  by  summing  the  columns  as  they  stand  and  multiplying  by 
five.  This  method  gives  a result  which  is  somewhat  exaggerated,  and 
also  slightly  distorted  as  between  age-groups,  but  it  may  serve  as  a 
first  approximation.  The  general  scheme  of  computation  is  shown  in 
Table  I,  opposite  page  302. 

The  scheme  of  adult  consuming  units  in  the  family  is  shown  in 
Table  II,  below,  which  also  shows  Dublin’s  scheme  for  purposes  of 
comparison.  While  Dublin’s  scheme  allows  a larger  aggregate  of 
consuming  units,  the  difference  is  largely  apparent,  as  the  present 
computation  assumes  that  children  from  sixteen  to  twenty  are  still 
members  of  the  family  and  that  some  of  them  are  dependent  on  their 
parents  for  support,  but  balances  this  against  the  fact  that  the  ma- 
jority are  earning  something,  and  some  are  earning  more  than  their 
expenses  and  actually  contributing  to  the  net  family  income.  Sej)a- 
rate  inclusion  of  dependent  children  of  sixteen  years  and  more  would 
increase  the  total  consuming  units  for  the  last  four  age-periods, 
bringing  it  much  closer  to  Dublin’s  figure.  The  allowance  for  the 
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fourth  child  is  reduced,  on  the  assumption  that  only  half  the  families 
will  have  as  many  as  four  children. 

In  calculating  the  interest  of  dependents  in  the  person’s  income, 
the  basic  method  is  as  follows.  If,  for  instance,  we  are  dealing  with  a 
married  man,  aged  twenty-seven  and  with  one  child,  and  wish  to  find 
the  dependents’  interest  in  the  income  he  would  have  at  the  age  of 
thirty-seven,  we  find  that  the  total  consuming  units  in  the  family  at 
that  age  will  be  3.9,  of  which  the  wife  and  the  first  child  represent 
1.8.  Then  1.8/3. 9 times  the  “total  earnings  of  survivors”  at  age 
thirty-seven  (which  is  $131,-100,000)  gives  $60,700,000  as  the  total 
interest  of  dependents.  The  discounted  worth  of  this  at  age  twenty- 
seven  is  $41,000,000.  This  represents  the  total  worth  of  83,692  men 
surviving  at  age  twenty-seven  to  their  then-existing  dependents,  in 
respect  of  the  income  the  survivors  of  these  83,692  would  earn  ten 
years  later.  Dividing  $41,000,000  b}’  83,692  gives  a])proximatelv 
$496  as  the  worth  of  one  man  living  at  age  twent3’-seven,  in  respect 
of  his  ])i'ospective  earnings  ten  }’ears  later. 

A'ariations  on  this  basic  procedure  are  adopted  to  meet  special 
features  of  the  })roblem.  Children  of  two,  seven,  and  twelve  are 
sources  of  expense  and  not  income  and  are  therefore  represented  bv 
minus  quantities.  These  minus  quantities  are  taken  from  Dublin’s 
figures  of  expenses  for  his  $2,500  group,  reduced  bv  the  factor  five- 
sevenths  and  further  reduced  to  correspond  to  the  numbers  surviv- 
ing at  these  ages.  In  these  cases  the  average  expense  for  the  entire 
five-year  period  is  taken,  since  the  mid-vear  of  the  period  would  not 
represent  it  closely  enough.  At  age  seventeen,  it  is  assumed  that  in- 
come and  expense  balance.  And  at  age  twenty-two,  it  is  assumed  that 
the  survivors  at  that  age  employ  $20,000,000,  or  nearly  $234  a})iece, 
either  as  contributions  to  present  famih'  expenses  above  their  own 
upkeep,  or  as  savings  which  will  ultimately  accrue  to  the  benefit  of 
their  dependents. 

For  subsequent  }'ears,  dependents’  interest  in  the  unmarried  per- 
son is  calculated  b\'  the  basic  formula,  with  the  modification  that  the 
potential  wife  is  accorded  only  half  the  interest  of  an  adult.  This  as- 
sumes that,  if  the  potential  wife  remains  unmarried,  she  loses  the 
su])port  she  would  have  received  from  her  husband,  but  also  esca])es 
the  very  real  economic  duties  and  burdens  of  home-making  and 
housework.  She  can  take  a position  in  store  or  factory  and  receive 
wages  for  work  which  may  be  no  more  exacting  than  that  she  would 
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have  done  in  the  home.  She  may  really  improve  her  strictly  economic 
status,  though  in  the  typical  case  we  are  assuming  that  she  loses 
something. 

In  certain  special  calculations  where  a man  leaves  a widow  but  no 
children,  we  have  followed  the  same  logic.  But  it  seemed  fair  to  as- 
sume that  the  actual  widow  loses  more  than  the  merely  potential 
wife,  as  she  suiters  an  actual  change  in  her  conditions  of  living,  and 
these  have  a certain  inertia  about  them.  We  have  therefore  repre- 
sented her  loss  by  a three-fourths  share  of  an  adult  unit  for  the  first 
five  3'ears  after  her  husband’s  death,  and  after  that  b}'  a one-half 
share.  The  widow  with  children  is  counted  at  one  full  adult  unit.  She 
loses  that  much  income  by  her  husband’s  death  and  is  not  freed  from 
the  burdens  of  home-making.  Even  after  the  children  are  all  self- 
sustaining  her  share  is  still  reckoned  on  the  same  basis,  since  the 
housewife  who  has  raised  a family  of  children  cannot  take  an  indus- 
trial or  commercial  position  as  easily  as  a voung  person  who  has 
never  had  that  drain  upon  her  energies,  nor  can  she  be  sure  of  stand- 
ing the  pace. 

Strictly  speaking,  the  loss  a widow  suffers  from  the  death  of  her 
husband  in  respect,  let  us  say^,  to  his  income  of  ten  y'ears  hence  is 
conditioned  by  the  actuarial  probability  that  both  wife  and  husband 
would,  under  normal  expectation,  be  alive  ten  years  hence.^  Those 
wives  who  would  normallv  die  before  the  tenth  vcar  cannot  be  said  to 
lose  the  tenth  year’s  subsistence.  On  the  other  hand,  the  loss  may  be 
more  than  would  be  reckoned  on  a basis  of  bare  joint  life  exjiectancy 
of  one  man  and  one  woman,  because  of  the  effect  of  remarriages.  A 
conservative  treatment  of  this  factor  would  simply  cancel  remar- 
riages of  widowers  against  remarriages  of  widows  and  ignore  the 
whole  matter.  A more  liberal  treatment  might  admit  some  doubt 
whether  these  elements  fully  cancel,  in  their  ultimate  incidence,  and 
might  give  the  “value”  of  the  husband’s  life  the  benefit  of  this  doubt. 
The  coni])utation  in  Table  I adopts  this  liberal  attitude,  and  credits 
the  wife’s  interest  with  more  than  would  result  from  a bare  joint  life 
expectancy  of  wife  and  husband,  but  less  than  would  result  from 

^ Tliere  may  be  room  for  some  ]ihilosophizing  on  the  subject  of  the  normal 
life  exjiectancy  of  the  husband  wlio  is  already  dead;  but  the  logic  is  inevi- 
table if  one  is  to  treat  this  problem  at  all.  Tlie  war  deaths  are  an  accom- 
jdislicd  fact,  and  the  question  is:  if  these  particular  deaths  had  not  occurred, 
what  would  have  been  the  expectancy  of  life  and  income? 
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assuming  that  every  wife  lives  as  long  as  her  husband.  So  long  as 
there  are  dependent  children,  no  discount  at  all  is  made  for  mortality 
of  wives,  on  the  general  ground  that  the  economic  loss  from  the  death 
of  the  head  of  the  family  is  not  less  if  he  leaves  orphaned  children 
than  if  he  leaves  a wife  to  care  for  them.  Someone  must  bear  the 
burden  if  the  wife  is  not  there  to  do  it. 

The  allowance  for  the  interest  of  dependent  parents  is  one  of  the 
most  difficult  features  of  the  problem,  because  of  the  lack  of  ade- 
quate figures  as  to  the  extent  of  such  dependency.  The  recent  survey 
by  Abraham  Epstein  places  the  number  above  the  age  of  sixty-five 
who  are  partly  or  wholly  dependent  at  two  millions  in  the  United 
States.^  The  parents  of  the  generation  represented  in  our  army  of 
1918  will  number  more  than  this  when  they  reach  corresponding 
age.  The  number  of  adult  consuming  units  allotted  to  dependent 
parents  in  the  present  calculation  is  sufficient  to  provide  full  main- 
tenance for  well  over  d million  adults  in  place  of  the  2 million  of 
Epstein’s  estimate;  and  hence  may  be  regarded  as  liberal.  In  fact,  it 
is  more  than  enough  to  take  care  of  the  entire  excess  of  expenses  over 
earnings  for  all  the  aged  as  Dublin  figures  it,  reckoning  each  aged 
person  at  one  full  adult  consuming  unit.  This  is  figured  on  the  fur- 
ther assumption  of  a stationary  population  in  which  the  adult  males 
surviving  out  of  100,000  born  are  responsible  between  them  for  the 
whole  support  of  the  survivors  of  the  previous  generation  of  parents, 
who  numbered  at  birth  200,000.  Since  the  actual  population  is  grow- 
ing, and  some  parents  are  supported  bj"  daughters,  this  assumption 
is  a liberal  one. 

This  method  of  computation  yields  negative  values  for  children 
aged  2.  This  would  he  a valid  result  if  the  death  of  an  infant  had  no 
relation  to  the  birth  of  others.  But  there  are  undoubtedly  many  cases 
in  which  the  size  of  the  family  is  limited  by  economic  considerations, 
and  in  many  of  these  cases  the  death  of  an  infant  results  in  permitting 
one  more  to  be  born.  In  these  cases  the  death  results  in  an  economic 
loss  equal  to  the  amount  spent  in  bearing  and  rearing  the  first  child. 
In  this  sense  the  life  of  the  Infant  has  a positive  value.  Balancing 
these  cases  against  those  of  the  other  type,  it  has  seemed  fair  to 
ignore  the  negative  values  for  the  very  young  resulting  from  the 
standard  computation  scheme. 

® Survey  published  by  League  for  Industrial  Democracy,  reported  in  Nerv 
York  Times,  January  6,  1930. 
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Total  undiscounted  loss,  18.5,658  \ 5 — 928,290  (in  thousands). 

Estimate  for  90,954  awards  in  1930,  1 billion  dollars. 

Including  79,046  additional  deaths  at  three-fourths  average  loss,  total  estimated  loss  is  1,650  millions. 
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This  computation  scheme  furnishes  the  basis  for  Table  III,  which 
reckons  the  loss  from  the  85,634  deaths  represented  in  the  compensa- 
tion awards  active  June  30,  1928.  Column  IV  gives  the  discounted 
“worth”  of  these  lives  and  the  succeeding  columns  give  the  undis- 
counted loss  of  annual  income  to  dependents  at  five-}'ear  intervals. 

In  certain  respects  this  computation  scheme  is  liberal,  notably  in 
its  allowance  for  dependent  parents  and  for  the  interest  of  the  po- 
tential wife,  and  in  its  treatment  of  the  deduction  for  the  j)robability 
of  the  wife  dying  before  her  husband.  In  other  respects,  it  may  not 
be  liberal  enough.  There  is  some  lack  of  elasticity  in  family  expenses 
where  the  establishment  is  geared  to  a family  of  a certain  size,  and 
the  loss  of  one  member  may  not  remove  all  the  exjienses  represented 
by  his  pro  rata  share  of  the  family  total.  For  this  reason  the  table 
may  underestimate  the  loss  due  to  death.  ]\Ioreover  it  deals  only  with 
members  of  the  immediate  family,  whereas  there  are  other  parties 
who  have  a real  interest.  i\Iore  distant  relatives  receive  some  su])- 
port;  and  there  is  in  the  aggregate  a large  volume  of  contributions 
to  various  public  works  and  activities  of  general  benefit  which  cannot 
fairly  be  dismissed  by  saying  that  those  who  contribute  to  tliese 
things  merely  balance  those  who  passively  receive  benefits  or  impose 
burdens.  All  in  all,  we  may  take  the  computation  for  what  it  is : a 
very  tentative  estimate,  erring  now  on  one  side  and  now  on  the  other, 
but  giving  a fairly  reasonable  approximation  to  a quantity  which 
does  not  lend  itself  to  much  more  accurate  measurement. 

This  computation  also  affords  the  basis  for  reckoning  the  losses 
from  disability.  Here  the  method  is  to  take  the  j)ercentages  of  reduc- 
tion in  earning  power  represented  in  the  active  disability  awards  of 
1929,  and  apply  them  to  the  gross  incomes  indicated  in  Dublin’s 
table  for  the  survivors  at  successive  future  ages.  Tlie  results  appear 
in  Table  IV.  This  procedure  is  also  too  liberal  in  some  respects  and 
not  liberal  enough  in  others.  It  makes  no  deduction  for  improvement 
in  actual  earning  power  througli  rehabilitation  work,  in  case  that 
was  worth  more  than  it  cost.  On  the  other  hand,  it  omits  all  disabili- 
ties rating  less  than  10  per  cent,  which  are  excluded  from  compensa- 
tion. It  omits  many  cases  of  disability  due  to  the  war,  where  the 
sufferer  has  not  been  able  to  furnish  proof  of  the  origin  of  his  condi- 
tion; and  on  the  other  hand  it  includes  many  cases  in  which  an  auto- 
matic presumption  of  war  origin  was  admitted,  but  among  which 
there  is  a considerable  percentage  which  would  have  suffered  disa- 
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bilitj  if  tliere  had  been  no  war.  When  one  takes  into  account  the 
great  uncertainty  of  the  future  course  of  disability,  any  estimate 
becomes  extremely  tentative  and  doubtful. 

The  $1,500  income-scale,  which  is  the  basis  of  all  these  calcula- 
tions, re})resents  the  conditions  of  the  ]>eriod  of  post-war  prosperity. 
For  ])resent  scales  of  mone}'  prices  and  wages,  this  represents  a sub- 
stantial overestimate.  Future  trends,  of  course,  cannot  l)e  predicted 
with  certainty. 


TABLE  IV 

Disability 
awards  active  1929 
Assnmed  Assumed 

age  number  at  Total  earnings  of  survivors,  in  tens  of  thousands  of  dollars,  in 


vnl929  each  age  1929  1934  1939  1944  1949  1954  1959  1964  1969  1974 

32  50,000  7,880  8,100  8,075  7,430  6,625  5,670  4,420  3,020  1,530  306 

37  110,000  18,220  18,290  16,810  14,990  12,820  10,000  6,840  3,465  693  .. 

42  75,000  12,940  11,900  10,610  8,980  7,070  4,840  2,451  491  

47  27,138  4,520  4,030  3,446  2,683  1,838  922  186  


Total  262,138  43,560  42,320  38,941  34,083  28,353  21,432  13,897  6,976  2,223  306 

Grand  total  of  earnings  of  survivors: 

(Five  times  sum  of  columns  in  above  table)  . . $11,604,550,000 

Total  loss  at  44.2  per  cent  disability-4 $ 5,125,000,000 

Estimated  loss  prior  to  1929  1,940,000,000 


Total  undiscounted  loss  from  disability 7,065,000,000 

Total  undiscounted  loss  from  death 1,650,000,0005 


Grand  Total $ 8,715,000,000 


-4  In  the  1929  report  of  tlie  Veterans’  Bureau,  p.  24,  the  average  rate  of  disability 
is  given  as  32  per  cent,  which  obviously  refers  to  partial  disability  only,  as  may  be 
verified  by  the  analysis  into  10  per  cent  groujiings  on  the  following  page.  Combining 
this  with  the  total  disabilities  gives  an  average  of  44.2  per  cent. 

6 See  Table  III,  above. 
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Accidents,  industrial,  185 
Adjusted  Service,  certificate,  181;  com- 
pensation, 118,  188,  194-195,  201,  223- 
224,  284;  see  also  Ronus 
Aftermath  of  the  War,  see  War  after- 
math 

Agriculture,  2,  10-14,  41,  59,  141,  144, 
153,  170,  178,  227-234;  product  per 
worker,  144;  effect  of  war  on,  229;  af- 
fected by  post  war  depression,  230; 
output  per  worker,  231-232;  prices, 
230;  mechanization,  231;  exports,  231; 
plantation  system,  259 
Airplanes,  54,  286 
Aldrich-V reeland  Act,  21,  23 
Alexander,  Will  W.,  259 
Allies,  loans  to,  see  Loans 
American  Federation  of  I.abor,  20,  47, 
168,  287 

American  Library  Service,  see  War 
work 

American  Railway  Express  Company, 
see  Railways 

Anti-trust  laws,  see  Trusts 
Armed  forces,  numbers  in,  34,  53-54;  sub- 
sistence of,  40,  88-89,  224;  demobiliza- 
tion of,  52 ; post-war  expenses  of,  54 ; 
pay  and  subsistence,  130;  see  also 
Army  and  Navy 
Armistice,  53 
Armories,  119 

Arms,  small,  264—266;  Remington  Com- 
{)any,  264;  Winchester  Repeating  Arms 
Company,  264,  265;  see  also  Guns 
Army  and  Navy,  34,  40,  52-54,  69,  86, 
88^89,  101,  lib;  intelligence  tests,  49; 
trade  tests,  49;  post-war  expenditures, 
58;  pay  of,  127;  pay  and  subsistence, 
130;  post-war  budget  as  affected  by 
war,  141-104;  see  also  Armed  forces 
Artillery,  see  Guns 
Assets,  productive,  55 
Atlantic  Seaboard,  congestion  of,  12 
Automobiles,  174 

Ayres,  Col.  I.eonard,  30,  35,  44,  119,  182, 
'l87,  249 

Balance  of  trade,  LTiited  States,  see 
Trade 

Barge  Lines,  Federal,  254—256 
Barriol,  M.,  217 
Baruch,  Bernard  M.,  26 


Bausch  and  Lomb  Optical  Companj’,  268 
Bogart,  E.  L.,  7 
Bolshevism,  60,  172,  287 
Bond  issues,  118;  see  also  Liberty  Bonds, 
I.oans,  Borrowings,  Debt 
“Bonus,”  108,  131,  223;  federal  soldiers, 
118-119;  soldiers,  see  Adjusted  Service 
certificate,  Adjusted  Service  compen- 
sation 

Bonuses,  state,  118-119,  121,  224 
Borrowings,  31,  71-72,  79,  101 ; govern- 
ment, 72,  100,  127 ; domestic,  74,  76,  128; 
inflation  tbrougb,  81;  interest  on  war 
debt,  88;  from  cor])orations,  123;  war, 
114,  283,  285;  see  also  Loans,  Debt 
Bridgeport,  Conn.,  43 
Bryan,  W.  ,T.,  18 

Budget,  workers,  50;  war,  87;  pre-war, 
cf.  post-war,  101-105 
Bunnell,  S.  H.,  264 

Bureau,  of  agricultural  economics,  228, 
230;  of  labor,  103,  113 
Business,  executive:  characteristics,  19; 

profits  and  losses,  73 
Buying  power  of  Euroi>e  diminished  by 
war,  179 

Cantonments,  146 

Capital,  export  of,  17,  22,  62-63,  178;  ex- 
pansion during  neutrality,  26;  private 
capital,  salvage  of,  56;  j>rivate  capital, 
invested  for  war  purposes,  56;  increase 
of,  125 

Carnegie  Institution,  269 
Carpenter,  Niles,  260 
Casualties,  181-182,  185,  187,  197-198; 
Civil  War,  196 

Census  of  occu])ations,  1920,  140 
Cereals,  229 

Civilian  war  work,  34-35;  women.  45 
Civil  War,  187,  197-200,  284;  pensions, 
195-196,  200;  wounds,  197 
Clarkson,  43 

Coal,  178;  British,  2;  rationing,  47;  in- 
dustry, 59,  169,  273;  Tennessee  Coal  & 
Iron  Co.,  255 

Commerce,  L^nited  States  Department 
of,  63 

Commission  on  Interracial  Coiiperation, 
259 

Company  unions,  60 

Compensation,  205-207;  railroad  em- 
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ployees,  11;  adjusted  service,  see  Vet- 
erans; death  and  disability,  see  Death, 
Disability 

Construction,  43,  57,  149,  273;  industries, 
57-58,  157;  post-war,  58;  hospital,  64; 
private,  125;  numbers  engaged,  145;  of 
war-time  shipping,  251 
Consum])tion,  2,  9,  26,  39—40,  47 ; de- 
creased, 73,  123-124,  134,  138,  283;  of 
wealth,  83,  128;  inroads  on,  122;  in- 
crease in,  133;  curtailment  of,  169 
Contracts,  42,  52-53;  war,  54 
Controls,  war-time,  52-53,  58;  govern- 
ment, 57 

Conversion  of  plants,  33,  56;  war-time, 
38;  of  industries,  42 
Coolidgc,  Calvin,  3,  36,  116 
Copeland,  M.  A.,  37,  126,  163,  230-232 
Corporate,  surplus,  10,  41,  136,  138,  283; 
interest  disbursements,  41 ; dividends, 
41;  tax,  76;  savings,  126,  133,  135,  152, 
282;  lendings,  129;  securities,  returns 
on,  134;  incomes,  136 
Costs,  post-war,  55-56;  social,  64,  67-68, 
79;  of  war,  68,  74,  97-98;  of  army  serv- 
ice, 91 ; of  war,  analysis  of,  92;  national 
defense,  general  cost,  98;  for  all  war 
purposes,  108;  total  fiscal  burdens,  115, 
Appendix  A;  continuing  cost  of  war, 
180;  of  living,  282;  social  vs.  fiscal,  see 
Fiscal 

Cotton,  23,  228,  231 

Credit,  91;  expansion  of,  26,  70-72;  sys- 
tem, 58,  70,  84;  inflation,  128 
Creditor  nation,  62,  see  also  Debts, 
Trade,  balance  of 

Crime  waves,  as  affected  by  the  war,  287 
Croj)  acreage,  229,  233 
Crowell,  251 
Cruiser  Hill,  65 

Currency,  dejireciatcd,  77 ; inflation,  99 ; 
see  also  Prices 

Day,  E.  E„  14,  43,  126,  227 
Death,  1,  1-.5,  36,  180-182,  184-185,  206- 
207,  280-281,  284;  ])0.st-war,  182; 

awards,  183,  201;  civilian,  185;  from 
disease,  187;  comjicnsation,  191-192, 
194,  205;  benefits,  199;  economic  co.st 
of,  207-223;  economic  burden  of,  298- 
307 

Debt,  retirement,  65;  reduction,  67,  101, 
106;  settlements,  94,  97,  11.5-116,  285; 
effect  on  this  country,  95;  foreign,  106- 
108,  111-115,  204,  279;  public,  interc.st 


on,  180;  foreign  settlements,  180-181, 
280;  collection,  economic  effects  of, 
280;  domestic  war  debt,  280;  war,  see 
War  debt 

Deficits,  100,  107 ; on  government  prop- 
erties and  operations,  94;  federal,  101- 
102;  post-war.  111;  railroad  adminis- 
tration, 112;  in  shipping  operations,  254 
Deflation,  59,  171;  post-war,  50,  58;  1920, 
58;  see  Prices 

Demand,  173;  affecting  jiroduction,  166- 
167,  169 

Demobilization,  2,  34,  52-53,  64 
Department  of  Commerce,  United  States, 
62,  65 

Department  of  I.abor,  50;  United  States 
Employment  Service,  56 
Dependents,  36,  69,  94,  192,  214,  216,  221, 
298,  300-307 ; of  those  who  died,  183, 
191 

Depreciated  currency,  77 ; see  Inflation 
Depression,  1,  57,  59,  67,  106,  175,  258, 
276,  278;  1929-31,  4-7,  11.3,  116-117, 
170-173,  176-179,  233,  245,  275,  278-279, 
285;  1914,  22,  24;  1921,  52-53,  59,  122- 
123;  1919,  57 
Devine,  196 

Di.sability,  1,  4-5,  94,  180-181,  185,  188, 
197-198,  200-201,  280-281,  284r-285;  loss 
of  earning  power,  36;  awards,  183,  199, 
200;  compensation,  188,  205;  economic 
cost  of,  222-223,  298-308 
Diseases,  197 

Distribution,  of  ]>ost-war  prosperity,  69; 
final  war  distribution,  75;  of  wealth, 
77 

Diversion,  of  goods,  72;  of  man  power, 
87,  141,  149,  150;  of  economic  resources, 
130 

Dividends,  corporate,  41 ; on  preferred 
stock,  1.34;  on  common  stock,  135 
Dollar,  see  Money;  -a-year  men,  110,  144 
Douglas,  Paul,  143 

Dublin,  Uouis  I.,  182,  217-220,  298-302, 
305,  307 ; and  I.otka,  298 
DuPont  Company,  26,  56,  262-264 
DuPont,  Pierre  S.,  263 
Dyes,  coal  tar,  26 
Dyestuffs,  263,  266-268 

Education,  21,  50;  interrupted,  56,  140; 
trade  school,  169 

Effects  of  war,  economic,  52;  on  pro- 
d\iction,  see  Production 
Eighteen  Hundred  and  Twelve,  War  of, 
274 
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Eighteenth  Amendment,  51 
Electric  railways,  11 

Emergency  Fleet  Corporation,  see  Ship- 
ping Board 

Employed,  gainfully,  140-141 
Employees,  income  of,  10;  compensation, 
11;  representation,  288 
Employment,  59,  83,  95,  274;  service, 
U.S.  Dept,  of  Labor,  57 
Entrepreneurs,  income  of,  28,  133 
Epstein,  Ahraham,  305 
Equijiment,  281;  productive,  26-27,  171; 
jiermanent,  55-56;  equipment  of  rail- 
roads, 236-239,  244 
Estimate  of  fiscal  cost,  112 
Europe,  reconstruction,  1,  5;  loss  of  man 
power,  2-3 ; economic  recovery,  5 ; loans 
to,  27 ; distress  buying,  96-97 ; post-war 
weakness,  176;  buying  power  dimin- 
ished by  war,  179 
Expeditionary  force,  53 
Ex])enditures,  federal  government,  30, 
31,  55,  64,  65,  Ajqiendix  A;  war,  33,  56, 
64,  113;  post-war,  58,  64 
Expenses,  military  and  naval,  54-55;  ef- 
fect of  war  on,  65;  post-war,  69,  103- 
105;  of  federal  government,  99-103; 
])re-war,  100;  state  and  local,  118-121 
Explosives,  262-264 

Exports,  13,  14-16,  25,  95,  177;  of  capital 
to  Europe,  17,  22,  62-63;  trade  balance, 
23,  45;  excess  of,  26;  unbalanced,  83; 
of  caj)ital,  178;  commodity,  178-179; 
agricultural,  231 

Factory,  industries,  28;  reconversion  of, 
57 

Family  allowance,  .50 
Farmers,  40,  133,  282 
Farm  production,  13,  227-229 
Fayle,  247 

Federal  Reserve  system,  21,  23 
Federal  Railroad  Administration,  see 
Railroad 

Finance  Corporation,  War,  112 
Financial  cost  of  war,  see  Expen.ses 
Fiscal,  outlays  vs.  social  costs,  3,  4,  55, 
64,  73-75,  99,  109,  111,  121,  181,  205- 
226,  285;  income  vs.  economic  gains, 
95;  estimate  of  cost,  112;  cost  of  war, 
total,  115;  burden,  116;  deficit,  242;  see 
also  Expen.ses 
Fisher,  Irving,  67 
Fisher,  C.  O.,  61 
Food,  saving  of,  47 


Foreign,  obligations,  112;  debt  settle- 
ments, see  Debt ; loans  to  foreign 
countries,  see  Loans 

France,  war,  destruetion,  1;  unemploy- 
ment in,  84;  effect  of  war  on  produc- 
tion, 84,  92 
Friday,  David,  9-10 

Gainfully  employed,  numbers  of,  140-141 
General  Electric  Company,  264 
General  Motors,  262 
George,  Lloyd,  247 
German  reparations,  see  Reparations 
Glass,  optical,  26;  production  of,  268- 
270;  Pittsburgh  Plate  Glass  Company, 
269;  Spencer  I.ens  Company,  269 
Gold,  22-23 

Gompers,  Samuel,  20,  108,  286 
Goods  and  services,  81,  86;  diversion  of, 
72 

Government,  54;  controls,  57;  resources, 
70;  value  product,  86-87;  expenditures, 
127;  service,  numl)ers  engaged,  144; 
borrowings,  see  Borrowings;  loans,  see 
Loans;  life  insurance,  see  Insurance 
Grain,  corimration,  112;  attempted  sta- 
bilization, 233-234 
Grant,  Ulysses  S.,  288 
Gray,  L.  C.,  227 
Gregg,  E.  S.,  250-2.52 
Giffen,  Sir  Robert,  217 
Guns,  38,  286;  problem  of  supply,  39 

Hamilton,  247 

Harding,  Warren  G.,  286,  288 
Harris,  Abram  L.,  261 
Hayes,  H.  G.,  61 
Heatless  Mondays,  38 
Hibbard,  B.  H„  229 
High  wages,  j)hilosopby  of,  60-61 
Hines,  Director  General  W.  D.,  235,  237, 
240,  243-244,  255 
Hog  Island,  39 

Hoover,  Herbert,  46;  plan,  see  Mora- 
torium 

Hospital,  care,  36;  construction,  64 
Hospitalization,  284 
Housing,  43,  145;  shortage,  174,  274 
Hurley,  40,  43 

Immigration,  16,  28,  61,  186,  187,  258 
Imports,  8,  95;  of  gold,  22;  see  also 
Trade,  balance  of 

Income,  from  labor,  11;  federal,  21;  (see 
also  Revenues,  Taxes) ; maldistribution 
of,  114;  realized  income  during  war  pe- 
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riocl,  123;  per  capita,  124;  increased, 
125;  loss  to  service  men,  130;  conceal- 
ment of,  134;  “realized,”  134,  163-164; 
effect  of  war  on,  137 ; inequality  of, 
169-162;  business,  282;  national,  see 
National  income;  tax,  see  Tax 
Indebtedness,  22;  balance  of,  62 
Industrial,  unionism;  see  Labor;  acci- 
dents, effect  of  war,  185;  combinations, 
effect  of  war  on,  168;  trusts,  see  Trusts 
Industries,  38;  interchange  of  informa- 
tion among,  171;  nonessential,  277; 
construction,  56;  handicapped,  178; 
“key,”  267 

Industry,  67;  conversion  of,  42;  remo- 
bilizing, 52;  reabsorption  of  veterans 
in,  56;  revolution  of,  61;  textiles,  266, 
272-273 

Inequality  of  income,  see  Income 
Inflation,' 31,  72,  75,  80,  81,  99,  103,  131, 
132,  148,  154,  283;  through  borrowing, 
81 

Influenza  epidemic,  185,  216 
Inland  waterways,  effects  of  war  on,  254 
Instalment  selling,  60,  174 
Insurance,  184,  194,  223;  war  risk,  28; 
of  lives  of  veterans,  36,  183-184,  188; 
military  and  naval,  201,  284 
“Intangibles,”  286 
Intelligence  tests,  19;  army,  49 
Interest,  108,  280;  disbursements,  cor- 
porate, 41;  burden  of,  116;  on  public 
debt,  180;  on  war  debt,  see  War  debt 
International  indebtedness,  2,  7 ; balance 
of  trade,  see  Trade,  balance  of 
Interstate  Commerce  Commission,  146, 
236,  245 

Investors,  income  of,  10 
I.W.W.,  20,  47 

Jerome,  16 

Jewish  Welfare  Board,  war  work,  120 
,Tolmson,  Charles  S.,  257-258,  260 

Kellogg  Treaties,  289 
Keuffel  & Esser,  269 
“Key  Industries,”  267 
King,  Professor  W.  I.,  38,  41,  57-59,  110, 
123-125,  129,  131-133,  135-136,  139-143. 
U8,  1.50,  152,  15.5-156,  158,  160-162,  164, 
22.3-224,  240 

Knautb,  Dr.  Oswald,  113,  133,  137 
Knights  of  Columbus,  war  work,  120 

Labor,  168-172;  income  from,  11;  organi- 
zation, 19,  47— 48,  60,  260;  intensive 


training,  48;  adjustment  boards,  48; 
skilled  vs.  unskilled,  48;  department  of, 
50,  186;  U.S.  Employment  Service,  56; 
industrial  unionism,  168;  conditions, 
169;  trade  school  education,  169;  dilu- 
tion of  skilled  workers,  169;  morale, 
288 

Labor,  Secretary  of,  186 

I.and  values,  233 

I.aw  of  economic  equilibrium,  83 

Lawlessness,  287 

Lewis,  E.  E.,  258 

Liberty  Bonds,  125-126,  128,  132;  distri- 
bution of,  137 
Liberty  loans;  see  I.oans 
Life,  U.S.  loss  of,  1 ; economic  value  of, 
207-223;  Appendix  B,  see  also  Death, 
Insurance 

Life  insurance,  government,  see  Insur- 
anee 

Limitation  of  armaments,  105 
Living  costs,  see  Costs 
Loans,  40,  46,  62,  64,  70,  75,  79;  to  allies, 
9,  30-31,  45,  62,  76,  93;  to  belligerent 
countries,  22;  to  foreign  countries,  27, 
62,  64,  67,  94,  97,  99,  109,  174;  govern- 
ment, 62-63;  versus  taxes,  70,  76-78, 
99;  domestic,  74,  128;  as  postponing 
war  burdens,  74;  war,  76,  80,  127,  285; 
interest  on  war  debt,  88;  from  cor- 
porations, 129;  liberty,  131-1.33 
Local  and  state  expenses,  118-121 
Locomotives,  standardized,  46 
Loree,  L.  F.,  7 

Loss  of  life,  U.S.,  1;  see  also  Death 
I.otka,  217 

Love,  Maj.  Albert  G.,  187 
I.oyal  I.egion  of  I.oggers  and  Lumber- 
men, 47 

Management,  as  affected  by  war,  169; 

efficiency  of,  affected  by  war,  173 
Man-power,  35;  diversion  of,  34,  38,  41, 
140-148;  loss  of,  36 

Manufactures,  28,  144;  workers  engaged, 
142,  144;  output  per  person,  145; 

growth  of,  145;  nonessential,  149 
Manufacturing,  production,  10,  13,  16, 
277;  physical  jiroduct,  142;  product  per 
worker,  144;  jirofits,  152 
Marginal  product,  as  measure  of  eco- 
nomic value  of  a man,  212 
Marshall,  Alfred,  217 
IMaxwell,  227 
Mc.'Vdoo,  William,  46 
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Mercantile  pursuits,  numbers  engaged, 
116 

Merchandising,  157 

Merchant  Marine,  October  of  1920,  252; 

see  Shi])ping  and  Shipbuilding 
Mexican  War,  187 
Militia,  119 

Mills,  Under-Secretary,  66,  107 
Minerals,  supplies  of,  270-271;  copper, 
13;  steel,  13 

Mines,  quarries  and  oil  wells,  11,  158; 

numbers  engaged,  146 
Mitchell,  J.  F.  B.,  191 
Money,  gold,  22-23;  specie  payment  en- 
dangered, 23;  change  in  purehasing 
power  of  dollar,  12,  65;  constant  pur- 
chasing power  of  dollar,  65,  103,  139; 
changing  value  of  dollar,  31,  32,  113; 
cost  of  war.  Appendix  A 
Moratorium,  97;  July,  1931,  107;  Hoover 
Plan,  279 

Moulton,  II.  G.,  247 

Munitions,  26,  87,  262-266;  making,  281; 

see  Arms,  see  Guns 
Muscle  Shoals,  53 

National  Bureau  of  Economic  Research, 
9-10,  13,  24,  33,  37,  49,  86-87,  91-92, 
110,  113,  120,  144,  146 
National,  wealth,  8,  78;  income,  8,  33, 
37,  40,  100,  127,  139;  defense,  general 
cost  of,  98;  guard,  120;  statistics  of  in- 
come, 126;  measures  of  income,  128- 
129;  dividend,  effect  of  war  on,  130, 
163 

Natural  resources,  see  Resources 
Navy  Department,  65 
Negro,  migration  of,  12,  45,  257-261 ; in 
industry,  260 

Neutrality,  4,  9,  22,  62,  86,  167,  281; 
shipping  losses  during,  28;  period  of, 
82;  profits  of,  4,  24-26,  28,  97,  162, 
279 

Nicholson,  ,T.  S.,  217 
Normal,  return  to,  52 
“Normalcy,”  286,  288 

Open  Shop  movement,  60,  288 
Organized  labor,  see  Labor 
Outinit,  restrictions  on,  47 
Overtime  work,  144 

Paish,  Sir  G.,  7 

Peace  of  Versailles,  279 

Pensions,  Civil  War,  195-196,  200 


Period  of  Neutrality,  82 
Personal  Income  Tax,  see  Tax 
Pittsburgh  Plate  Glass  Company,  269 
Plants,  conversion  of,  33,  144;  moderniza- 
tion of,  171-172 
Population,  growth  of,  211 
Post-war,  restoration  of  revenue  sj’stem 
to  post-war  basis,  52;  period,  55,  69; 
construetion,  58;  expenditures,  64;  tax 
burden,  116;  surplus,  102;  expenses, 
103-105;  outlays  analyzed,  104;  deficits, 
111;  readjustment  of  jirofits,  152; 
wages,  172;  weakness  of  Europe,  176; 
deaths,  182;  effect  of  depression  on 
agriculture,  2.30;  shipping  oversupply, 
249-251 ; ad  justment,  278;  deflation,  see 
Deflation;  depression,  see  Depression; 
effect  of  war  on  expenses,  see  Ex- 
penses; taxes,  see  Taxes 
Post-war  prosperity,  4,  59-61,  67,  107, 
116,  130,  171,  175,  187,  276,  278-280; 
1919-20,  53,  57;  1922,  52-53;  1929,  59; 
distribution  of,  69 
Potato  crop  of  1917,  228 
Preparedness,  economic,  29,  267 ; as  a 
war  cost,  97-98;  military,  265 
Pre-war  expenses,  100 
Prices,  32,  170,  227-229,  280;  regulation 
of,  18;  wholesale  vs.  consumers’  costs, 
32;  stabilization,  78;  world  wide  fall, 
177;  agricultural,  230;  grain,  at- 
tempted stabilization,  233-234;  of  dye- 
stuffs, 267;  see  also  Deflation,  Inflation 
Private,  capital,  salvage  of,  56 ; capital 
invested  for  war  pur)ioses,  50;  organi- 
zations, war  work,  120 
Product,  nonessential,  42;  government 
value,  86-87;  physical,  142;  per  worker 
in  agriculture  and  manufactures,  144; 
farm,  227-229;  marginal,  see  Marginal 
])roduct 

Production,  144;  physical,  4,  9,  12-14, 
37,  72,  126,  163;  wastes  of  war  time,  38- 
39;  of  wealth,  68;  essential  expansion, 
72;  total,  73;  effect  of  war  on  France, 
84,  92;  for  war  period,  123;  increased, 
125;  sacrifice  of,  125;  nonessential,  145- 
146,  158-159;  as  affected  by  demand, 
166-167,  169;  volume  of  whole  world  as 
affected  by  war,  175-176;  manufactur- 
ing, see  Manufacturing 
Productive,  equipment,  26-27,  171;  ac- 
tivity, 78 

Profiteering,  168,  281 
Profits,  57,  154,  156-159;  of  neutrality,  4, 
97,  279;  of  war,  41,  114;  and  wages. 
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129  ff.;  of  manufacturing,  152;  post- 
war readjustment,  152 
Progressive  taxation,  76-77 
Prohibition,  51,  61 
Property  owners,  28 

Prosperity,  67,  81;  of  different  groups 
during  war,  151;  effect  of  war  on,  278; 
see  Post-war  prosperity 
Protection,  tariff,  see  Tariff 
Public,  utilities,  11,  18,  156-157;  debt, 
interest  on,  180;  works,  274 
Purchasing  power,  83;  see  Money 

Quinton,  Maj.  A.  B,,  265 
Quota  system,  17 

Radicalism,  168 

Railroads,  17-18,  59,  153-154,  161,  170; 
employees’  compensation,  11;  Federal 
Administration  efficiency  and  deficit, 
49,  110-111,  236-244;  rates,  110,  237, 
244;  transport,  numbers  engaged  in, 
146-148;  wages  on,  148;  congestion, 
235;  equipment,  236-239,  244;  War 
Board,  236;  economies  from  unification, 
237;  under  maintenance,  237-238;  re- 
tirements, 239;  rehabilitation,  244--245; 
earnings,  245 

Railways,  90;  electric,  11;  wages  on,  148; 
post-war,  148;  street,  154—156;  Ameri- 
can Express  Company,  243 
Rationing,  coal  and  essential  materials, 
47 

Rayon,  231 

Reabsorjition  of  veterans  in  industry,  56 
Realized  income,  134,  163-164;  during 
war  jieriod,  123;  as  measure  of  eco- 
nomic power,  128-129 
Reconstruction,  Europe,  1,  5 
Reconversion  of  factories,  57 
Red  Cross,  120 

Rehabilitation,  vocational,  36,  140,  189- 
191,  206,  284;  of  railroads,  244-245 
Relief,  284;  veterans,  223,  285;  war  work, 
see  War  relief  work 
Remington  Company,  see  Arms 
Rentals,  regulation  of,  170,  174 
Rejiarations,  German,  76,  181,  280 
Repeating  Arms  Comj)any,  see  Arms 
Rejmdiation,  77 

Resources,  natural,  destroyed,  283 
Retrenchment,  124,  137 
Revenue,  system,  restoration  to  ])ost-war 
basis,  52;  war,  66,  116,  128;  surplus,  66 
Ricb  and  poor,  comparative  burdens,  76- 


78,  284;  relative  standing  as  affected 
by  war,  159-162 
Rogers,  James  Harvey,  174 
Roosevelt,  Theodore,  265 
Rods,  Edward  B.,  108 
Ruggles,  Brig.  Gen.,  265 
Rukeyser,  M.  S.,  263 

Salaries,  49,  1.52,  154-15.5,  157-159,  161, 
282;  effect  of  war  on,  129-133 
Salter,  247 

Salvage,  56;  value  of  surplus  stocks,  150 
Salvation  Army,  war  work,  120 
Savings,  9-10,  26,  41,  123;  corporate,  126, 
133,  135,  152,  282 
Scientific  management,  19 
Scott,  Emmett  J.,  259 
Secretary  of  Labor  Davis,  186;  of  the 
Treasury,  204;  of  the  Interior,  271 
Securities,  return  of  1914,  23;  returns  on 
135 

Seligman,  Professor  Edwin  R.  A.,  79,  230, 
232 

Service  and  Information  branch  of  War 
Plans  Division,  56;  men,  loss  of  in- 
come, 130 

Shipbuilding,  43,  55,  58,  59;  Emergency 
Fleet  Corporation,  44;  delays,  44;  labor 
policy,  48;  and  shipping,  247-256 
Shipping,  94,  111;  Board,  39,  55,  64,  105, 
111,  249-253;  Board  and  Emergency 
Fleet  Corporation,  43,  55,  105,  111; 
losses,  247-248;  during  neutrality,  28; 
and  shipbuilding,  247-256;  post-war 
oversupply,  249-251 ; costs  of  war-time 
construction,  251;  Mercbant  Marine 
Act  of  1920,  252;  sales  of  ships,  252; 
freight  rates,  253-254;  operating  defi- 
cits, 254 
Ships,  53-56 
Sliipways,  38 

Shipyards,  33,  39,  53,  56 ; riveters’  wages, 
40 

Sinking  funds,  66,  105-108,  116 
Skilled  labor,  48;  trade-sebool  training, 
49 

Small  arms,  see  Arms 
Smith,  J.  Russell,  39 
Snyder,  Carl,  175 

Social,  incidence,  64;  vs.  fiscal  costs,  see 
Fiscal,  outlays  vs.  social  costs 
Socialism,  20,  287 

Soldiers,  economic  sacrifices  of,  224-225 
Spanish  American  War,  187,  265 
Specie  jiayment  endangered,  23;  see 
Money 
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Spencer  Lens  Company,  269;  see  Glass 
Spero,  S.  D.,  261 
Stabilization  of  prices,  78 
Standardization,  19,  16,  171,  173;  locomo- 
tives, 16 

State  and  local  expenses,  118-121 
State  bonuses,  see  Bonus 
Steel,  13 

Stock  exchan;ie,  23;  crisis  of  1929,  67; 

boom  of  1929,  178 
Street  railways,  151-156 
Strikes,  48 

Sul)sistence,  army  and  navj-,  40,  88-89, 
224 

Sugar  Equalization  Board,  112 
Supplies,  sale  of  surplus,  33,  52,  54-55, 
109,  112;  permanent  equipment,  55-56; 
war,  87 

Surgeon-General,  Reports,  182 
Surj)lus,  134;  corporate,  10,  41,  136,  138, 
283;  supplies,  33,  52,  54-55;  sale  of 
supplies,  33,  52,  51-55,  109,  112;  reve- 
nue, 66;  post-war,  102;  war  retirement 
of,  105;  salvage  of  surplus  stocks,  150 

Tariff,  95;  protection,  266-267,  269-271, 
27-1-275,  277 ; Lbiited  States  Tariff 
Commission,  268-269,  275 
Taussig,  F.  \V.,  275 

Tax,  70,  72,  75-76,  132,  280;  burden  of, 
67,  116;  vs.  loans,  70,  76-78,  99;  income, 
76,  283;  personal,  76,  136;  corporate, 
76;  post-war,  79-80,  127;  incidence  of, 
138 

Taxation,  2,  31,  40,  123;  progressive,  76- 
77;  war,  162 

Technological  unemployment,  172 
Tennessee  Coal  and  Iron  Company,  see 
Coal 

Textiles,  178;  industr}',  266,  272-273 
Trade,  balance  of,  7,'  8,  24,  62,  63,  279; 
associations,  19;  balance  in  exports,  23, 
45;  international  indebtedness,  62; 
profits  during  neutrality,  4,  97,  279 
Training  camps,  summer,  55 
Transport,  numbers  engaged,  116-118 
Transportation,  169;  congestion  of,  38; 
water,  154 

Treasury,  estimate  of  war  costs,  91,  97, 
108,  112,  Appendix  .\ ; statement  of 
war  costs.  111;  Secretary  of,  204;  De- 
partment, 62 

Trusts,  18,  288;  anti-trust  laws,  167-168, 
173 

Unbalanced  exjiorts,  83 


Unemployment,  6,  38,  57,  61,  143,  162, 
173,  277;  in  France,  84;  technological, 
172 

Unions,  company,  60 

United  States,  Department  of  Labor,  50, 
186;  Treasury  Department,  62;  Depart- 
ment of  Commerce,  63;  Tariff  Commis- 
sion, 268-269,  275;  Employment  Service 
in  Department  of  Labor,  see  Labor; 
Coal  Commission,  see  Coal;  estimate  of 
money  cost  of  war,  .\])pendix  A 

Value  product  of  government,  86-87 

Versailles,  Peace  of,  279 

Veterans,  105;  Bureau,  36,  64,  94,  108, 
111-115,  117,  180-182,  184,  188-19.5,  198, 
204,  223,  225;  care  of,  36,  64,  69,  81, 
180,  188-189,  195,  223;  reahsorption  in 
industry,  56;  budget,  118;  bonus,  118- 
119;  adjusted  service  compensation, 
118,  18S',  194-195,  201,  223-224,  284; 
comjiensation,  119,  183,  196;  ]>reference 
to  veterans,  119;  insurance,  18.3-184, 
188;  administration,  184-185,  280;  re- 
lief, 223,  285 

Vocational  rehabilitation,  see  Rehabilita- 
tion 

Wages,  12,  48-19,  59,  61,  1.52-159,  161, 
168,  259,  282;  earners,  40;  rates,  40; 
shipyard  riveters,  40;  ])bilosoi>by  of 
high  wages,  60-61;  and  profits,  129  ff.; 
and  salaries,  effect  of  war  on,  129-133; 
on  railroads,  148;  high,  effect  on  eco- 
nomic mobilization,  151;  new  economy 
of  high,  172;  post-war,  172 

War,  debt,  3,  66,  285;  interest  on,  64,  88, 
102,  112,  127;  retirement,  65-67;  extin- 
guishment of,  66,  105;  reduction  of,  67 ; 
final  distribution,  7.5;  settlement,  276, 
285;  risk  Insurance,  28;  exjumditures  of 
federal  government,  30;  exjienditures, 
33,  56,  64—65,  113;  civilians  in  war,  34- 
35;  profits,  41,  114;  women  in,  15;  de- 
partment, 45,  54,  65,  109,  150;  work,  5(>; 
control,  52-53,  58;  contracts,  54;  Serv- 
ice and  Information  Branch  of  War 
Plans  Division,  56;  claims,  63;  and 
Navy  Departments,  65,  103;  revenues, 
66,  116,  128;  aftermath,  68,  ll(i;  bur- 
dens, postponing  of,  71;  effect  on  pro- 
duction in  France,  84,  92;  budget,  87; 
supplies,  87;  costs,  analysis  of,  92;  pre- 
paredness, 97-98;  Finance  Corporation, 
112;  relief  work,  120  (Red  Cross, 
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Y.M.C.A.,  Y.W.C.A.,  War  Caiiip  Com-  ’ 
munity  Service,  Knights  of  Columbus. 
Jewish  Welfare  Board,  American  Li- 
brary Service,  Salvation  Aniyv)  ; real- 
ized income  during  war  period,  123;  ' 
exiKinsion  of  jiroduetion  during  war  i 
period,  123;  prosperity  during,  151; 
taxation,  l(i2;  continuing  cost  of,  ISO; 
railroad  hoard,  230;  of  1S12,  271;  ])sy-  ! 
ehology,  2S6;  estimated  money  cost  of. 
Appendix  A;  borrowings,  see  Borrow- 
ings; loans,  see  Loans;  Civil,  see  Civil 
War;  Spanish  American,  see  Spanish 
American  War 
Washington  Conference,  00 
Wastes,  ll;  of  wartime  production,  3S, 
39 

Water  transportation,  151 
Waterways,  iidand,  effects  of  war  on, 
251 


Wealth,  national,  8,  78;  production  of, 
08;  distribution  of,  77;  consumption 
of,  83,  128 
Weeks,  Estella,  192 
Wheat,  228 

Widows,  191-192,  199,  301 
Williams,  Bierce,  120 
Wilson,  Woodrow,  288 
Winchester  Uepeating  Arms  Comi)any, 
205 

Winkler,  Dr.  Max,  02 
Wolman,  Leo,  18;  recent  economic 
changes,  1-14,  227 

Workers,  budgets,  50;  reahsorjffion  of, 
52;  engaged  in  manufacture,  112,  114; 
see  also  Labor 

Y.M.C.A.,  war  work,  120 
Young  Plan,  280 
Y.W.C.A.,  war  work,  120 
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